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We have completed our audit of the Filipino American Senior
Opportunities Development Council, Inc. (Fil-Am SODC)
regarding its compliance with City of San José€' s grant
agreements, and the City of San José' s Parks, Recreation and
Neighborhood Services (PRNS) Department’ s oversight and
grant administration pertaining to Fil-Am SODC. We
conducted this audit in accordance with generally accepted
government auditing standards and limited our work to those
areas specified in the scope and methodology section of this
report.

The City Auditor’ s Office thanks the management and staff of
the Fil-Am SODC and PRNS who gave their time, information,
insight, and cooperation during the audit process.

Background

Fil-Am SODC is a non-profit organization that was formed in
1971 to help senior citizens obtain services and benefits
specifically in the areas of housing, health, language
interpretation, transportation, escort, employment, immigration,
information and referral, education, social security and
nutrition. Fil-Am SODC has operated under other names
including the Filipino American Community Devel opment
Council, Inc. (Fil-Am CDC, Inc.). Fil-Am SODC hasa 15-
member Board of Directorsto provide oversight of the
organization. Of these 15 members, the organization’s
membership elects 10 members and its CEO appoints 5
members subject to Board approval. In January 2005, Fil-Am
SODC published a newdletter announcing the results of its most
recent election that resulted in three new members.

In 1975, the City awarded a Community Development Block
Grant (CDBG) grant to build the Northside Community Center
at a City-owned corporation yard located at 488 N. 6th Street.
The center had an estimated 3,250 square feet and included a
kitchen, multipurpose room, meeting rooms, recreation space,
and offices. Fil-Am SODC moved into the new center in 1978.
In 1979, the City awarded CDBG fundsto Fil-Am SODC for
its programmatic costs. In 1985, the City Council awarded Fil-
Am SODC General Fund grants through the former Parks and
Recreation Department.

Fil-Am SODC continued to operate out of the Northside
Community Center under alease agreement that expired in
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2001. Through a cooperative effort with the City of San Jos€'s
Redevelopment Agency, Housing Department, and BRIDGE
Housing Corporation, the Northside Community Center was
expanded and rebuilt at the same location and combined with
affordable senior housing, Mabuhay Court Apartments, in one
complex. The City paid an estimated $7.5 million to construct
the new community center, not including the additional costs
for the housing component. 1n 2004, the Fannie Mae
Foundation awarded BRIDGE Housing Corporation the
Maxwell Award of Excellence for itsrole in the project.

Construction of the project commenced in December 2000.
During construction, Fil-Am SODC temporarily offered
services at the City’s Alma Senior Center and rented office
spacein San José. The City’s HNVF and CDBG grants paid
for amajority of thisrent. The new Northside Community
Center opened in October 2003. BRIDGE owns and manages
the senior housing, Mabuhay Court Apartments, while the City
owns and partners with Fil-Am SODC to manage daily
operations of the 16,000 square foot community center. The
following exhibits show pictures of the new community center,
which the City recently renamed the Jacinto “ Tony” Squig
Northside Community Center.

Exhibit 1

Exterior View Of The Jacinto “ Tony” Siquig
Northside Community Center
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Exhibit 2 Interior Pictures Of The Jacinto “ Tony” Siquig
Northside Community Center, Including The
Kitchen, Computer Training Classroom, And
Gallery
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Grant Funding

The City provides funding for some of Fil-Am SODC'’s
programs through the City’ s General Fund and CDBG grant
program, and the City’ s Healthy Neighborhoods Venture Fund
(HNVF) grant program. These grant programs fund
community organizations and City programs throughout

San José.

The City created the HNVF grant program using funds from the
City’ s share of the 25-year payment under the national tobacco
settlement. The City Council solicited community input to
ensure “... the HNVF money was put to the best possible use’
and identified three areas of need: Anti-Tobacco, Senior
Services/Health, and Education/Health. As such, the City uses
the HNVF grant program to fund community programs that
would decrease the use of tobacco, improve the quality of life
for seniors, promote academic success through innovative
educational activities, and address the unmet health care needs
of children.

The CDBG grant program is afederally-funded program
authorized under Title 1 of the Housing and Community
Development Act of 1974, as amended. The Federal
Department of Housing and Urban Development (HUD)
administers the federal program. The federal funds are
designated for use as Contractual Community Services or
Community Development Improvements that meet the national
objectives of benefiting low and moderate income persons,
addressing slums or blight, or meeting a particularly urgent
community development need. The City participatesin this
federal program and distributes its share of the CDBG grant
funds through a competitive process. The City also contributes
aportion of its General Fund to supplement the CDBG federal
funds and incorporates this amount into some of the CDBG
grant awards and agreements, such as Fil-Am SODC’s CDBG
grant awards.

During 2003-04, PRNS administered over $13 million in
HNVF funds and nearly $15 million in CDBG funds. PRNS
Grants Unit analyzes the HNVF and CDBG grant applications,
makes funding recommendations to the CDBG Steering
Committee and HNVF Advisory Committee, administers the
funding and agreements, monitors the grant recipients, and
maintains the grant files.
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HNVF and CDBG grant funds are limited, and non-profit
agencies, such as Fil-Am SODC, apply for the grants through a
competitive process. The City holds public hearings through its
HNVF Advisory Committee and CDBG Steering Committee,
which include City Council members and community
representatives, to ensure the grant awards meet the City’s
objectives to provide needed servicesin the San José
community.

The City’s CDBG grants have funded portions of Fil-Am
SODC' s programs since 1981. The City has funded Fil-Am
SODC through the HNVF program since the HNVF program’s
first annual cycle in 2000-01. We focused our audit on the
City’ s grant agreements and funding to Fil-Am SODC from
2002-03 through 2004-05. During that three year period, the
City awarded Fil-Am SODC $1,166,143 in HNVF and CDBG
grants, as shown in the exhibit below.

Exhibit 3 Summary Of City Grant Awards To Fil-Am SODC
From 2002-03 Through 2004-05

Grant FY 2002-03 FY 2003-04 FY 2004-05 Total
HNVF $307,919 $307,919 $230,939 $846,777
CDBG:
City General Fund $76,804 $71,329 $62,627 $210,760
CDBG:
Federal Funds $36,202 $36,202 $36,202 $108,606

$420,925 $415,450 $329,768 | $1,166,143

The City’ s grants contributed significantly to Fil-Am SODC'’s
revenue. In 2002-03, 84% of Fil-Am SODC'’s revenue
consisted of restricted revenue, or revenue that isto be used for
specific purposes such asthe City’s grant awards. Fil-Am
SODC' srestricted revenue was mostly from the City’s CDBG
and HNVF grant awards (71%), as shown in the following
exhibit.
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Exhibit 4

Fil-Am SODC’s 2002-03 Restricted And
Unrestricted Revenue

City Restricted
Revenue, 71%

Unrestricted Revenue,

16%

Other Restricted
Revenue, 29%

Restricted Revenue,
84%

Fil-Am SODC'’ s 2003-04 revenues showed a similar proportion
of restricted and unrestricted revenue. 1n 2003-04, 83% of Fil-
Am SODC'’ s revenue was restricted, and the City’ s grant
awards made up 67% of thisrestricted revenue. Fil-Am SODC
has also received revenue through Santa Clara County’s
nutrition programs and other sources. Fil-Am SODC'’s
unrestricted revenue primarily consisted of fundraising
activities and donations.

Request For City
Audit

On December 4, 2003, the former Deputy Director for the Fil-
Am SODC wrote a letter addressed to the PRNS Grants
Superintendent. Thisletter listed a number of complaints
against the Fil-Am SODC and its operations and use of City
funds. PRNS assigned a staff member to investigate the
complaints. PRNS reviewed the complaints and concluded
that, “ There is no evidence to conclude that there has been a
misuse of City funds’ but that “ The volunteer Board of
Directors oversight of the organization needs to be improved
and strengthened.”
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Subsequent to PRNS' review, the City Manager’ s Office asked
and the City Auditor’s Office agreed to conduct a more detailed
audit of the agreements between Fil-Am SODC and the City.

Audit Objectives,
M ethodology, And
Scope

We focused our audit on Fil-Am SODC'’ s compliance with
significant requirementsin the City’ s grant agreements and
PRNS' oversight of Fil-Am SODC. Specifically, our audit
objectives were to:

Determine if Fil-Am SODC used City grant fundsin
accordance with City grant agreements during the
completed 2002-03 and 2003-04 grant years, and
identify if any potential problems continued in the
current fiscal year 2004-05;

Determine the effectiveness of the Fil-Am SODC’s
CEO and Board of Directorsin ensuring compliance
with the City’ s grant agreements and the proper
oversight and financial management of the organization;

Determine the accuracy of the performance
measurement information Fil-Am SODC reported to the
City; and

Determine the effectiveness of PRNS' oversight of
agreements with Fil-Am SODC.

To accomplish our audit objectives, we used the following
methodologies:

To determine if Fil-Am SODC used City grant fundsin
compliance with City grant agreements, we anayzed
the organization’ s audited financial statements, bank
accounts, other available financial and programmeatic
information, and the City’ s grant agreements and
reimbursements to determine which of Fil-Am SODC’s
funding sources were restricted and which were
unrestricted in order to determineif Fil-Am SODC used
restricted funding for unrestricted activities and the
amount, if any, of misused City funds.

To determine the effectiveness of the Fil-Am SODC'’s
CEO and Board of Directorsin ensuring compliance
with the City’ s grant agreements and the proper
oversight and financial management of the organization,
we reviewed audited financial statements, additional
financial records, Fil-Am SODC'’s policies and
procedures, Board of Directors' agendas and minutes as
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provided, and interviewed board and staff members.
We also determined the financia standing of Fil-Am
SODC and identified any actions it may have taken that
weakened the organization’ s financial health.

e To determine the accuracy of the information Fil-Am
SODC provided to the City as part of its grant
agreements, we reviewed the agreements between Fil-
Am SODC and the City of San José, analyzed the data
Fil-Am SODC submitted to the City, conducted file
reviews, and interviewed staff from the PRNS Grants
Unit, Fil-Am SODC, and Independence High School
tutoring program.

¢ To determine the effectiveness of PRNS oversight, we
reviewed PRNS files and documentation, interviewed
PRNS staff, and compiled information on the facility
use agreements for the Northside Community Center.

The scope of our audit focused primarily on the last two
completed fiscal years, 2002-03 and 2003-04. We also
reviewed information for the first half of fiscal year 2004-05.
Our audit scope did not include 1) areas involved in a current
San Jose Police Department investigation, 2) Fil-Am SODC’s
compliance with non-City grants, 3) minor compliance issues
with the City’ s agreement requirements, and 4) Fil-Am
SODC' s cash handling processes.

Major In Appendix B, the Director of Parks, Recreation, And
Accomplishments Neighborhood Services informs us of the Grants Unit
Related To This accomplishments.

Program



Finding | The Fil-Am SODC Used An Estimated
$219,414 In City Grant Funds To Pay
For Programs And Activities That
Were Not Part Of The City’s Grant
Agreements During 2002-03 And
2003-04

The City provides funding for the Filipino American Senior
Opportunities Development Council (Fil-Am SODC) through
its Community Development Block Grant (CDBG) and Healthy
Neighborhoods Venture Fund (HNVF) grant programs and
agreements. The City also provides the Fil-Am SODC with
operational use of the City’s Jacinto “ Tony” Squig Northside
Community Center, located at 488 North 6™ Street. During
2002-03 and 2003-04, the City awarded Fil-Am SODC
$836,375 in HNVF and CDBG grants.* We found that the Fil-
Am SODC did not fully comply with the City’s CDBG and
HNVF grant agreement requirements. Specifically, we found
that:

e Fil-Am SODC used an estimated $219,414 in City grant
funds to cover expenses that were not allowed in the
City’ s grant agreements,

e TheFil-Am SODC's CEO authorized imprudent
expenditures and processes that have damaged the
organization’sfinancia viability;

e TheFil-Am SODC Board of Directors did not provide
sufficient oversight;

e Fil-Am SODC's audited financia statements did not
clearly disclose significant items that would have been
useful for users of itsfinancial statements, such asthe
City; and

e TheFil-Am SODC significantly overstated its
performance measures.

We recommend that the City department responsible for
oversight of the HNVF and CDBG grant programs, the Parks,
Recreation, and Neighborhood Services Department (PRNS):

! The City contributed General Fund monies to incorporate into Fil-Am SODC’s CDBG grant agreements.
Therefore, Fil-Am SODC's CDBG grant agreements were funded with federal funds and the City’s General
Fund.
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1) work with the City Attorney’s Office to take appropriate
actions and address Fil-Am SODC'’ s use of City grant funds on
ineligible activities, 2) review the City’s 2004-05 and
subsequent funding for Fil-Am SODC to ensureit is not
continuing to use City funds on ineligible activities, 3) work
with Fil-Am SODC and provide training on appropriate Board
of Director oversight, 4) work with Fil-Am SODC to ensure
that its performance measurement reporting is appropriate and
accurate and does not involve duplication of other services,
programs, and grants, and 5) ensure that Fil-Am SODC's
performance measurement reporting distinguishes between
community uses of the Community Center and those activities
qualifying as grant agreement activities.

Fil-Am SODC Used
An Estimated
$219,414 In City
Grant FundsTo
Cover Expenses
That Were Not
Allowed In The
City’sGrant
Agreements

10

Grant recipients have aresponsibility to institute controls to
ensure that grant funds are used only to support projects
specified in, and appropriate under, the grants. The failure by
grant recipients to manage grant funds wisely and fulfill service
delivery promises can lead to adverse consequences. During
2002-03 and 2003-04, the City awarded Fil-Am SODC
$836,375 in HNVF and CDBG grants. Specificaly, in 2002-
03, the City awarded Fil-Am SODC $307,919 from the HNVF
grant program and $113,006 from the CDBG grant program. In
2003-04, the City awarded Fil-Am SODC $307,919 from the
HNVF grant program and $107,531 from the CDBG grant
program. Asagrant recipient, Fil-Am SODC must use grant
funds as stated in the HNVF and CDBG grant agreements and
only for authorized eligible activities. We found that from
2002-03 through 2003-04, Fil-Am SODC used an estimated
$219,414 in City HNVF and CDBG grants to help pay for
programs and expenses that were not allowed under the City’s
grant agreements. We also found that Fil-Am SODC requested
and received additional grant reimbursements that were not in
compliance with the City’ s grant agreements.

The City has aright to terminate the agreement and pursue
other remedies if the recipient violates the agreement
requirements. The HNVF and CDBG agreements state that the
“City agreesto pay Contractor for the performance of the
services, work, and duties, subject to and performed in
connection with this Agreement... Such sum shall be paid by
City to Contractor on areimbursement basis for services
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Expenses Not
Authorized In The
City’s Agreements

actually performed by Contractor and for eligible costs actually
incurred by and paid by Contractor, pursuant to the Agreement,
for the cost categories appearing in this section.”

The City’ s grant procedures, which are incorporated into the
grant agreements, also prohibit the grant recipient from
charging the City for any costs charged to other grants.
Specificaly, the procedures state that allowable costs “ ... must
not be included as a cost charged to any other grant in either the
current or aprior period.” Furthermore, both the HNVF and
CDBG agreements state that, “ The City may perform an
independent audit. Such audits may cover programmatic as
well asfiscal matters.” They aso state that the “ Contractor is
liable for repayment of disallowed costs as determined by
City... Disallowed costs may be identified through audits,
monitoring or other sources.” For the CDBG grant, the federal
U.S. Department of Housing and Urban Development (HUD)
may also determine disallowed costs.

To determine if Fil-Am SODC used City funds appropriately,
we analyzed the grant agreements and Fil-Am SODC'’s
financia information, including audited financial statements.
Fil-Am SODC'’ s audited financial statements do not include an
opinion on the organization’s compliance with the grant
agreements. Therefore, we reviewed al of Fil-Am SODC'’s
grant agreements to identify al eligible costs and revenue. We
identified Fil-Am SODC’ s restricted revenues and expenses,
and analyzed Fil-Am SODC’ s financial position, to determine
how much non-restricted revenue the organization had
available to support non-restricted programs and activities that
wereineligible for grant funding. These ineligible costsinclude
all expenses not covered in the grant agreements such as some
of Fil-Am SODC’s overhead and operating costs, previously
incurred debt, reimbursements for the CEO’ stravel expenses,
and ineligible programs and activities.

Conference Expenses For The National Federation Of Filipino
American Associations

In 2002-03, the National Federation of Filipino American
Associations (NaFFAA) held a conference in San Jose. Fil-Am
SODC collected and expended funds for the conference as a
fundraising activity which is outside the scope of the grant
agreements. However, according to Fil-Am SODC'’ s financial
information, it did not recover over $53,000. Fil-Am SODC

11
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did not have enough non-restricted revenue to account for this
financial loss, and therefore, it had to be covered by restricted
sources of revenue, including the City’s funding.

Costs Charged To Other Grants Through Duplicated Funding
Sources

Furthermore, Fil-Am SODC obtained a $30,000 technology
grant from SBC to provide technology programs. However,
Fil-Am SODC deposited this $30,000 grant and used it for the
NaFFAA conference. The only technology program Fil-Am
SODC provided was through the City’s HNVF program. In
fact, in its application to the City, Fil-Am SODC had disclosed
the SBC technology grant as funds that would cover part of the
HNVF program activities. According to the HNVF grant
agreement requirements, grant recipients cannot charge the City
for costs that are supposed to be covered through other grants,
therefore, this $30,000 SBC grant should have been used to
offset the cost of the technology program under the HNVF
agreement.

Effective in January 2004, Fil-Am SODC received a one-year
$100,000 California State grant to provide community services
similar to the City’sHNVF and CDBG grant programs. This
duplication in State funding should have been used to offset the
cost of the HNVF and CDBG programs, or to at |east expand
the existing programs. However, Fil-Am SODC did not expand
the programs and, in fact, Fil-Am SODC provided the State
with the same performance measure data it reported to the City.
Thisisaclear indication that the State program was the same as
the existing City programs. Exhibit 5 compares the
performance measure data that Fil-Am SODC reported to the
City and also to the State from January 2004 through March
2004. Exhibit 5 also shows the associated City funding source
that appears to have paid for these activities. As shown below,
the data Fil-Am SODC reported under both the City’ s and the
State' s programs are nearly identical.
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Exhibit 5 Comparison Of Performance Measure Data Fil-Am
SODC Included In ItsReports To The City And The
State Of California For January 2004 Through
March 2004
Performance M easure Data Performance M easure Data City
Included In Report To State Included In Report To Funding
Activity Of California PRNS City Of San José Sour ce
Case Management Sarvices 273 unduplicated clients 270 unduplicated clients HNVF
550 staff hours 550 staff hours
Educational seminars for 18 unduplicated participants 18 unduplicated participants HNVF
In-Home Support Services 290 participants 290 participants
& Medicare 1,136 staff hours 1,136 staff hours
Tax Preparation for low 33 participants 33 participants HNVF
income seniors 33 staff hours 33 staff hours
Computer Training to low 16 participants 16 participants HNVF
income community/seniors 160 staff hours 160 staff hours
Veterans Services 39 unduplicate_d_partici pants 39 unduplicate_d_partici pants HNVF
(Fil-Am WWII Vets) 454 participants 454 participants
1,965 staff hours 1,947 staff hours
Family Intergeneration 136 participants 136 participants HNVF
Program 2,440 staff hours 2,440 staff hours
Brown Bag for low income 30 participants 30 participants CDBG
seniors 5,760 staff hours 5,760 staff hours
Medical 202 participants 202 participants CDBG
Health/Screening/Safety 518 staff hours 518 staff hours
Seminars
Escort and transportation 206 participants 206 participants CDBG
services 380 staff hours 380 staff hours

Exhibit 5 demonstrates how Fil-Am SODC counted the same
activity and participants for both the City’ s programs and the
State' s program. Furthermore, instead of using the State grant
to offset the cost of the existing programs, according to the
CEO’ s report to the Board of Directors, the CEO used the State
grant to provide employee bonuses. Fil-Am SODC’s 2003-04
financial statements reported $50,000 in revenue from the State
grant with the remaining $50,000 balance to be applied during

the 2004-05 fiscal year.

Fil-Am SODC should have offset the costs charged to the
City’ s grant programs with any other funding that Fil-Am
SODC received to provide the same programs and activities.
Furthermore, Fil-Am SODC should have disclosed all funding
sources as required in the City’ s grant applications. By so
doing, the City, the HNVF Advisory Committee, and the
CDBG Steering Committee would have had full knowledge of
the Fil-Am SODC' s financial position when they reviewed Fil-

13
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Am SODC'’s grant request. Fil-Am SODC did not disclose the
State grant as a source of funding in either its 2003-04 or
2004-05 grant applications.

Funding For In-Home Care Of The CEQO' s Parents

We determined that during 2002-03 and 2003-04, Fil-Am
SODC aso used City funds to help pay for an assisted living
program, which was not in accordance with the City’sHNVF
and CDBG grant agreements. In April 2003, the Fil-Am SODC
CEOQ initiated an “Intergeneration Community Assisted Living
Program” to provide about 40 hours per week of in-home care
for the CEO’s elderly parents. The CEO’s parentsreside in the
CEQO’ s home and therefore, the in-home care was at the CEO’s
personal residence.

The CEO hired afulltime Program Coordinator paid through
Fil-Am SODC'’s payroll to organize the program. The CEO
also directed a“Kitchen Aide” to spend her time providing in-
home care for his parents. We should note that another
organization paid for the Kitchen Aide through an employment
grant that required thisindividual to assist in the preparation of
meals for the Santa Clara County’ s senior nutrition program.
As aresult, the CEO directed the Kitchen Aide to perform
services that were not in accordance with the employment
grant’s provisions.

According to Fil-Am SODC’ s documentation, three additional
Fil-Am SODC staff members provided services for the CEO’s
parents. Of these three Fil-Am SODC staff members, one
reported spending about half her time caring for the CEO’s
parents as part of the CDBG program, even though the assisted
living program was not part of the CDBG grant agreements.
The other two staff members reported spending an unspecified
amount of time caring for the CEO’ s parents. However, Fil-
Am SODC submitted and received payment for these three staff
members as part of the City’s grant agreements. This program
was not an eligible activity for either of the City’ s grant
agreements. The CEO personally benefited from these
activities and did not seek or obtain City approval for use of
City funds on this program.

According to the CEO, the care for his parents was a one-year
pilot program that would be expanded to include other clients.
The CEO'’ s parents began to pay Fil-Am SODC for the in-home
servicesin July 2004, 15 months after the start of the assisted
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living program. The CEO stated that he chose to use his
parents as a test case because of liability concerns, yet we noted
that the CEO did not require arelease of liability or any other
documentation that would have released Fil-Am SODC from
any liability this new program presented. The CEO also
confirmed that he did not seek additional insurance and we
noted that the pilot program did not result in any new forms or
written procedures to administer an expanded version of the
pilot program.

According to the CEO and the Program Coordinator, the
“Intergeneration Community Assisted Living Program” was
intended to train family members and caregivers on how to
properly care for their aging family members. The goal wasto
delay institutionalization of the family members so that they
could continue to live in their homes. Given this description of
the program, we noted that the in-home care of the CEO’s
parents exceeded the training aspect of the program description.
In order to simulate the program, the pilot program should have
focused on training the CEO and an independent caregiver on
how to care for the CEO’ s parents. As such, the pilot program
would not have required Fil-Am SODC to provide in-home
assistance in the CEO’ s personal residence.

The pilot program was expanded in April 2004 to include
additional clients. However, it appears that other Fil-Am
SODC staff membersfilled in for the Program Coordinator’s
position to continue the in-home care for the CEO’ s parents.
We also noted that during the pilot program, the organization’s
staff provided extensive in-home service for the CEO’ s parents.
This differed from the expanded program in which clients
received intermittent staff visits or phone calls. Therefore, the
program for the CEO’ s parents appears to be unique and
consumed a significant amount of the Fil-Am SODC’s
resources.

The following exhibit summarizes our estimate of the City’s
share of ingligible Fil-Am SODC expenses and inappropriate
uses of City grant funds during 2002-03 and 2003-04. We
included the Program Coordinator’s salary for the assisted
living program as part of ineligible expenses. We did not
include in our estimate of ineligible expenses any time that
additional staff members, who were paid through the HNVF
and CDBG grants, spent caring for the CEO’s parents. We
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excluded this staff time even though one staff member reported
that she spent half of her time providing care for the CEO’s
parents during the 2003-04 year.

Exhibit 6 Summary Of Fil-Am SODC Expenses That Were
Not Allowed In The City’s Grant Agreements
During 2002-03 And 2003-04
Expenses 2002-03 2003-04 TOTAL
Ineligible Uses of CDBG and HNVF Grants $77,407 $62,007 $139,414
Costs Charged to Other Grants:
SBC Technology Grant $30,000 N/A $30,000
State of California Grant N/A $50,000 $50,000
TOTAL $107,407 $112,007 $219,414

Fil-Am SODC
Submitted

Rei mbur sement
Requests That Were
Not In Compliance
With The City’'s
Grant Agreements
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Based on our analysis, during 2002-03 and 2003-04, Fil-Am
SODC exhausted its non-restricted revenue and used an
estimated $219,414 in City grant funds on indligible programs
and activities.

According to the CDBG and HNVF grant agreements, the City
may rely upon Fil-Am SODC' s certification that the items
appearing in the reimbursement request and supporting data
“are eligible items for payment under this program and
Agreement, and such determination by City shall in no way
constitute awaiver by City of itsright to recover from
Contractor [Fil-Am SODC] the amount of any money paid to
Contractor on any item which is not eligible for payment under
the program and this Agreement.”

According to PRNS, it gives organizations the benefit of the
doubt that the information they provide to the City is accurate.
Moreover, Fil-Am SODC’ s reimbursement requests for the
HNVF and CDBG grant programs did not indicate that Fil-Am
SODC had deviated from the grant agreement requirements.
However, based on our analysis we found that Fil-Am SODC
inappropriately submitted to the City and received payments for
the activities described below. The costs associated with these
activities are in addition to those costs shown in Exhibit 6.

Fil-Am SODC staff spent a significant amount of time planning
and organizing the national conference for NaFFAA and did
not subtract this time from their hours charged to the City’s
grants. For example, the City’s HNVF grant paid for 97% of
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the technology coordinator’s contract, however, this person told
us that he spent over two months of his time during 2002-03 on
NaFFAA conference activities. Fil-Am SODC'’ srecords also
indicate that additional staff spent a significant amount of time
coordinating NaFFAA conference activities. In our opinion,
Fil-Am SODC should have subtracted all expenses associated
with the NaFFAA conference from its reimbursement requests
to the City.

Fil-Am SODC also submitted requests and received
reimbursements from the City that exceeded its actual
expenses. For example, the City’s HNVF grant allocated
funding for Fil-Am SODC'’ s program to provide tutoring
services at Independence High School. We found that in 2002-
03, Fil-Am SODC paid $860 to two tutors. However, Fil-Am
SODC requested and received $2,350 in reimbursements for
three tutors. Thus, Fil-Am SODC overcharged the City $1,490
for tutors.

We also found that Fil-Am SODC did not report program
income to the City asit was required to do under the terms of
its agreements with the City. According to Fil-Am SODC
agreements with the City, all program income generated from
program activities must be used to offset the cost of the grant
program. As part of the CDBG grant, Fil-Am SODC took
participants to casinos for day or overnight gambling trips. Fil-
Am SODC collected revenue in excess of the cost for these
activities, but did not report these revenues to the City and did
not use them to offset the City’s costs. In comparison, Fil-Am
SODC collected revenue for the County’ s nutrition program
and sent this directly to the County to help offset the cost of the
County’s program. In our opinion, Fil-Am SODC had asimilar
responsibility to the City regarding the gambling trip profits.

Finaly, the Fil-Am SODC'’s CEO appears to have charged his
travel time to the City’ s grants without appropriate approval.
The City’ s grants allocate funds for the CEO’ s salary for the
program, however, the CEO did not deduct time and salary
spent for his numerous trips during the workweek. For
example, the CEO traveled during the workweek to places such
as Hawaii and the Philippines. According to the HNVF and
CDBG grant agreements, “All out of state travel must be
approved by City prior to any expenditure for such travel.” We
found no record that the City approved the CEO’ s travel prior
to, or even after, the travel. However, the City did pay for the
CEO’'s sdary and the CEO’ s timecards show that he charged

17



Fil-Am SODC

18

time to the HNVF and CDBG programs during his trips.
Therefore, we consider this an unallowable expense and use of
staff time that Fil-Am SODC inappropriately submitted to the
City for reimbursement.

According to PRNS, the Grants Unit’ s current monitoring
process made it difficult to detect the problems we found with
Fil-Am SODC'’ s submittals to the City. PRNSis currently
Improving its monitoring and review process. According to the
HNVF and CDBG grant agreements, the City can seek
termination or other remedies if the Contractor, among other
things: 1) with or without knowledge, has made any material

mi srepresentations of any nature with respect to any
information or data furnished to City, 2) makes improper use of
grant funds, 3) without having obtained City approval, has
taken any action pertaining to the project, which requires City
approval, or 4) isin default under any provisions of the
agreements. In our opinion, PRNS should take appropriate
action to address the Fil-Am SODC’ s use of City grant funds
on ineligible activities that we identified for the 2002-03 and
2003-04 fiscal years. In addition, PRNS needsto review the
City’ sfunding for 2004-05 and ensure Fil-Am SODC is not
continuing to use City funds on ineligible activities.

We recommend that PRNS:

Recommendation #1

Work with the City Attorney’s Office to take appropriate
action and addressthe Fil-Am SODC’s use of City grant
fundson ineligible activities that we identified for 2002-03
and 2003-04. (Priority 1)

Recommendation #2

Review the City’s 2004-05 and subsequent funding of Fil-
Am SODC to ensurethat it isnot continuing to use City
fundson ineligible activities. (Priority 2)
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The Fil-Am
SODC’'sCEO
Authorized

I mprudent
Expenditures And
Processes That
Have Damaged The
Organization’s
Financial Viability

According to the Code of Federal Regulations (24 CFR 84.21)
that provides standards and guidance on financial management
for the CDBG program, grant recipients’ financial management
systems must maintain records that identify adequately the
source and application of funds. They must also have effective
control over and accountability for all funds, and accounting
records that are supported by source documentation. The City’s
HNVF and CDBG grant agreements require that each grant
recipient, “ Appoint and submit to City, the name of afiscal
agent who shall be responsible for the financial and accounting
activities of the Contractor, including the receipt and
disbursement of Contractor funds.” Fil-Am SODC listed the
CEO asitsfiscal agent. The CEO aso signed the City grant
agreements. Based on our review, the Fil-Am SODC CEO was
the only executive that appeared to approve expenditures for
the organization. Asthe fiscal agent and person responsible for
operational oversight and approval of financial transactions, the
CEO must exercise due caution and care. We found that the
CEO authorized and even initiated several transactions that
damaged the organization’s financial health, as shown in the
following examples.

Lack Of Financial Oversight

All organizations need to have sufficient controlsin place to
ensure funds are used efficiently and appropriately. Based on
our review, the Fil-Am SODC had numerous bank accounts
that did not appear to be necessary, made the organization more
susceptible to commingling restricted funds, and incurred
numerous bank charges from fees and overdrafts. We
identified at least 12 active Fil-Am SODC bank accounts with
five different banks during 2002-03 and 2003-04, in addition to
other credit card accounts with retailers. According to the
accounting staff, the CEO made all decisions on the number of
bank accounts, what billsto pay, and which bank accounts to
use for the payments. The accounting staff was responsible for
processing and tracking the payments.

Fil-Am SODC primarily used three of its 12 bank accounts to
process a majority of itsfinancial transactions. Although Fil-
Am SODC opened separate bank accounts to track the
NaFFAA conference, we found that Fil-Am SODC did not
consistently use these bank accounts. Instead, Fil-Am SODC
deposited and withdrew NaFFAA conference funds from the
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other bank accounts, including the three primary accounts. We
found that the CEO moved, transferred, and commingled funds
among all of the accounts.

Fil-Am SODC'’ s documentation indicated that it had a number
of different bank accounts, in part, to help track different
revenue sources and costs for different programs. However, we
found that Fil-Am SODC frequently transferred and
commingled funds among accounts. For example, in 2002-03,
Fil-Am SODC had 80 transactions associated with transfers
among its bank accounts. The nature and volume of these bank
account transfers indicated the intent was not to track expenses,
but rather to pay hills. Fil-Am SODC aso wrote checks for
expenses out of the wrong accounts. For example, Fil-Am
SODC wrote checks for the NaFFAA conference expenses out
of the same bank account where it deposited the City of

San José grant revenues. By moving money from one bank
account to another, the Fil-Am SODC’ s separate bank accounts
lost their specific purpose and distinction.

Further, Fil-Am SODC did not directly track the cost of the
HNVF and CDBG programs. For example, the accounting
software shows the revenue from the City, but it does not show
the cost associated with the HNFV and CDBG programs. In
addition, Fil-Am SODC commingled restricted City funds with
other funds, which further blurred the actual cost of the City’s
program activities.

Due to the high number of bank accounts and lack of financial
controls, the Fil-Am SODC incurred numerous bank fees and
charges. For example, one of Fil-Am SODC’s main bank
accounts incurred overdraft charges for 6 of the 11 months of
statements we reviewed. Another Fil-Am SODC bank account
had no activity during 2003-04. However, because Fil-Am
SODC kept the bank account open, the bank continued to
withdraw monthly fees from the account, which totaled $132.

Employee Income Not Properly Reported To The IRS

Fil-Am SODC'’ s grant agreements with the City require that it
comply with al applicable federal, state, and local regulations.
Under the Internal Revenue Service (IRS) regulations, Fil-Am
SODC should have reported all employee bonuses and the
CEO' s representation charges asincome. Our review of Fil-
Am SODC'’sfinancial records and payments found that the
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CEO authorized additional payments to employees that were
not processed through the organization’s payroll company that
issues the W-2 forms for tax reporting purposes. For example,
the CEO authorized manually processed checks for “extra
services” and “bonus’ to different employees during 2003-04.
Fil-Am SODC also issued manually processed checks to the
CEO for “representation” charges that were not included in the
2004 W-2 forms reported to the federal government. Asa
result, the organization may not be in compliance with federal
Internal Revenue Code provisions for reporting all taxable
income. The IRS currently has an unsettled claim for prior
reporting of payroll taxes and the above examples indicate that
Fil-Am SODC may be susceptible to further IRS action.

Questionable Financia Transactions

In addition to the organization’s weak financial structure, the
CEO also authorized questionable financia transactions, as
shown in the following:

e From 2002 to 2004, the CEO authorized Fil-Am
SODC'’ s participation in three loan agreements with
another business associate, the NaFFAA Treasurer,
using terms that appear to be usurious. For example, in
June 2003, the NaFFAA Treasurer personally 1oaned
$15,000 to Fil-Am SODC. After three weeks, the CEO
authorized Fil-Am SODC to pay the NaFFAA Treasurer
$16,500 consisting of repayment for the $15,000 loan
amount plus $1,500 in interest. These loans, in effect,
obligated Fil-Am SODC to pay the NaFFAA Treasurer
an annual interest rate as high as 159%. By comparison,
Fil-Am SODC obtained a credit line with an annual
interest rate around 11%.

We noted that two of the loan repayments were paid
directly to the name of the NaFFAA Treasurer, and one
of the loan repayments was made to the name of the
NaFFAA Treasurer’ s mortgage company, CLO Funding
Corporation, located in New Jersey. We found that the
CEO subsequently became a registered agent for CLO
Funding Corporation’s California office, and the CEO’s
home address is listed as the location of the California
office. The CEO and NaFFAA Treasurer are both
National Executive Officersfor NaFFAA. The CEO
and the NaFFAA Treasurer held leadership and
management positions for another organization, called
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the Philippine-American Friendship Committee, Inc.
Specifically, the NaFFAA Treasurer was the
chairperson for this organization and the CEO was a
management consultant for this organization.

The excessive interest rates of these loans, coupled with
the close association of the CEO and NaFFAA
Treasurer, raise questions regarding potentia conflicts
of interest and the absence of arm’s length transactions.
The accounting definition of “related party” for
financia transactions includes affiliates of the enterprise
or parties that influence the other “to an extent that one
or more of the transacting parties might be prevented
from fully pursuing its own separate interests.” In our
opinion, paying an exorbitant interest rate on loansis
not in Fil-Am SODC'’s best interest.

Furthermore, the CEQO’ s authorization of these loansis
inviolation of Fil-Am SODC’s By-Laws Article X,
Section 2, which states that “ ... promissory notes, orders
for payments and other evidence of indebtedness of the
Corporation, shall be drafted by the Treasurer and
countersigned by either the Chairperson, Secretary,
Vice Chairperson or the President/CEQ.” The CEO’s
signature is the only authorization we found in the
documentation. Moreover, Fil-Am SODC’ s audited
financia statements did not disclose these “related
party” loans.

The appropriateness of these loansis questionable given
that 1) the CEO entered into the |oan agreements
without the appropriate Board approval, 2) the loan
interest rates appear to be usurious, and 3) the CEO was
closely associated with the other party through
leadership positions in other organizations.

The CEO aso alowed Fil-Am SODC to assume the
financia liability for the national conference of the
NaFFAA organization. According to published
brochures, registrants were directed to make their
payments to NaFFAA, however, Fil-Am SODC
assumed responsibility for collecting the revenue and
paying all of the expenses. Thisresulted in aloss of
over $53,000 for Fil-Am SODC. Activities performed
on behalf of the NaFFAA conference were ineligible
under the CDBG and HNVF grants, and according to
PRNS, Fil-Am SODC did not disclose these activities to
the City.
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e During the construction of the community center, the
Fil-Am SODC CEO signed a |l ease agreement that
obligated Fil-Am SODC to pay rent at itsinterim office
through June 2004. Thiswas 18 months beyond the
timeframe Fil-Am SODC had stated in its grant
application to the City. Fil-Am SODC moved into the
new community center in October 2003. However,
because of the above-noted |ease agreement, Fil-Am
SODC was obligated to pay for eight months of rent and
security services for afacility it did not use. During
2003-04, Fil-Am SODC requested and received an
additional $26,721 in City HNVF grant funds to pay for
the extrarent. Thisrequest for rent was in addition to
the $15,923 and $7,215 for which the City’sHNVF and
CDBG grants had already budgeted and paid. In total,
the City’sHNVF and CDBG grants paid $49,859 for
Fil-Am SODC'’ s rental costs during 2003-04.

e Even after Fil-Am SODC moved to the community
center, the CEO allowed Fil-Am SODC to continue to
pay $581 in monthly fees for public storage, despite the
community center’s ample storage space. Initsaudited
financial statements, Fil-Am SODC reflected these costs
as attributable to the City’ s programs.

The Fil-Am SODC secured a credit line to help bridge its
financia shortfalls and has amassed outstanding credit limits
close to $50,000. The Fil-Am SODC pays about 11% APR on
these outstanding loan amounts. By the end of 2003-04, Fil-
Am SODC paid an average interest of $475 per month and had
accumul ated an outstanding balance of amost $40,000. The
outstanding balance grew to nearly $50,000 by November
2004.

I ssuing Bonuses Without Sufficient Funding

Despite Fil-Am SODC'’ s precarious financial position, in July
2004 the CEO initiated the payment of $39,340 in bonuses to
its employees at atotal cost of $42,300 including taxes. There
were no written employee eval uations to support these bonuses
or their amounts. The signatures on the checks were electronic
signatures from the CEO and a former Board member no longer
associated with Fil-Am SODC. According to the CEO’ s report
to the Board, he authorized the bonuses using each employee’'s
years of service working for the organization. We found that
the CEO did not adhere to this explanation and actually
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Exhibit 7

distributed varying amounts to the employees exceeding their
reported eligible amounts. For example, the CEO issued a 20%
bonus for an individual who should have received only a 7.5%
bonus based upon years of service.

The CEO again issued $26,546 in bonus checks to himself and
employeesin December 2004, for atotal cost of $28,476
including taxes. Fil-Am SODC' s financial dataindicates that it
borrowed more than $20,000 against its credit line to help pay
for these bonuses. We found no indication in the meeting
minutes that the Board of Directors approved this second
Issuance of bonuses.

In total, the CEO issued $65,886 in bonuses, for atotal cost of
$70,825 including taxes, despite the organization’s precarious
financia position. We also noted that the CEO authorized
$23,250 in bonuses for himself that amounted to a 36% salary
increase. The following exhibit shows the total amount of
bonuses, not including taxes, that the CEO authorized for each
employee.

Comparison Of Bonus Amounts

CEO's bonuses were equivalent to a 36% salary increase
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In our opinion, the above decisions were not prudent and
detracted from the overall financial health of the Fil-Am SODC
organization. These decisions also consumed valuable
resources that made the organization vulnerable to using
restricted revenues on ineligible activities and could lead to
abusive practices. In our opinion, PRNS and, more
importantly, Fil-Am SODC’s Board of Directors, should have
detected and prevented some of these spending excesses.

The Fil-Am SODC
Board Of Directors
Did Not Provide
Sufficient
Oversight

The Board of Directors for non-profit entities has an oversight
responsibility for ensuring that the organization iswell run,
ensuring that the organization meets legal requirementsand is
operating in accordance with its mission, and providing
oversight over the management and programs. Individual
board members must exercise duty of care and are responsible
for protecting the organization’s assets. All board members are
expected to vote with the non-profit’ s best interest in mind.

Likewise, the City relies on the Board of Directorsto provide
adequate oversight for its organization and to ensure the
organization can effectively and efficiently manage grant funds
to deliver the required level of community services.
Accordingly, Fil-Am SODC'’ s grant agreements with the City
require Fil-Am SODC to submit to PRNS a copy of the
organization’s policies and procedures, Board of Directors' By-
Laws, and records of all meeting agendas and minutes. The
Fil-Am SODC By-Laws Article IV Section 2 on “ Authority”
states, “Full control of the affairs of the Corporation shall be
vested in the Board of Directors.” These dutiesinclude to:

1. Adopt policies that are conducive to the operations of
the Corporation and are consistent with the Articles of
Incorporation, these By-Laws, local, state, and federal
laws;

2. Appoint, employ, discharge, evaluate the prescribed
duties and performance and fix the compensation, if

any, of all officers and President/CEO of the
Corporation;

3. Evaluate the performance of the Corporation;
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4. Represent the Corporation in the community; and
5. Give or raise money.

We found that Fil-Am SODC’ s Board of Directors was not
following its own written By-Laws and allowed the CEO to
make decisions without sufficient guidance or supervision. In
addition, the Board’ s lack of adequate oversight negatively
impacted Fil-Am SODC’ sinternal controls.

Negatively Impacted Fil-Am SODC' s Internal Controls

We found that the Board' s lack of oversight negatively
impacted the Fil-Am SODC’ sinternal controls. Specifically,
the Board of Directors Treasurer isresponsible for producing
financia reports for Board review during meetings, deciding on
the organization’ s bank accounts, and for signing all forms of
Indebtedness with another authorized signature. We found that
the Treasurer was not signing most of Fil-Am SODC’ s checks
and that the CEO presented most of the financial reports at the
Board meetings. Furthermore, the financial reports that the
CEO presented did not appear to portray the severity of the
organization’sfinancia position. Even so, the organization’s
audited financial statements reported operating losses for
2002-03 and 2003-04, but we found no indication in the Board
minutes to show that the Board discussed the organization’s
operating losses shown in the audited financial statements.

The Board Of Directors Did Not Follow Its Own Written By-
Laws

As noted on page 22, the CEO entered into |oan agreements
with an associated party that obligated Fil-Am SODC to pay
excessive interest rates. The CEO and the associated party
signed the loan agreements. Contrary to its By-Laws, the
Board' s Treasurer did not sign this form of indebtedness.
However, another Board Member appears to have signed the
checks Fil-Am SODC used to pay the loans and interest.

Furthermore, the Board' s By-L aws, and written Board Manual,
state that the Board is responsible for evaluating the
performance of the CEO. In fact, the Board Manual includes
suggested formats and written evaluation forms to use for the
annual evaluation. However, to our knowledge and according
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to the Board' s Treasurer and the CEO, the Board has failed to
provide written performance evaluations of the CEO. Even
without any written performance evaluations, the CEO
authorized $23,250 in bonuses for himself, as noted on page 24.

Allowed The CEO To Make Decisions Without Sufficient
Guidance Or Supervision

The Board of Directors approved personnel policies and
procedures for the organization. These procedures describe the
allotted vacation time for employees and require employees to
submit written requests for vacation, to be reviewed and
approved in writing. We found that the CEO did not follow
Fil-Am SODC'’ s written policies and procedures for the accrual
of vacation leave for fulltime and part-time employees. In fact,
we found that none of the employee timesheets and payroll
records showed any record of vacation accrual and, therefore,
the organization was not tracking thisliability. Although Fil-
Am SODC has aform to request time off, the employees did
not consistently complete one, nor did we see that the CEO
enforced consistent use of thisform. Moreover, even though
the CEO received Board approval to take a vacation, the CEO
did not record this vacation on his timesheet and continued to
charge regular work hours to the City’ s grant programs during
his vacation. We aso found discrepancies between the hours
shown on the timesheets and the hours paid. For example, one
employee reported 66 hours on her timesheet, but was paid for
84 hours. There was no note in the file to explain the
difference.

The Board’ s approved policies and procedures for the
organization also describe regular paydays and a posted
schedule of these paydays. However, we found lapses when
employees were working, but did not receive pay. For
example, Fil-Am SODC did not issue a paycheck for one
employee for almost seven months. Another employee worked
for six weeks before she received a paycheck. Fil-Am SODC
paid these employees later in abulk amount. These employees
confirmed that they did work during these time periods and
they submitted timesheets showing the hours they worked.
According to the CEO, some employees chose to have their pay
delayed and others were paid | ate because the organization
lacked funds to pay them.
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Overal, the CEO was the signing authority for all staff
timesheets but did not ensure that staff completed the
timesheets consistently or accurately or that timesheets
accurately tracked vacation accrual and amounts actually paid
to employees. Without appropriate Board oversight, Fil-Am
SODC is susceptible to the internal control weaknesses we
identified. We recommend that PRNS work with the Fil-Am
SODC and provide training on appropriate Board of Director
oversight and implementation of organization policies and
procedures.

We recommend that PRNS:

Recommendation #3

Work with the Fil-Am SODC and provide training on
appropriate Board of Director oversight and
implementation of organization policies and procedures.
(Priority 3)

Fil-Am SODC'’s
Audited Financial
Statements Did Not
Clearly Disclose
Significant Items
That Would Have
Been Useful For
Users Of Its
Financial
Statement, Such As
The City

28

Decisions about the allocation of resources rely heavily on
credible, transparent, and understandable financial information.
The City’ s grant agreements require grant recipients to submit
an independent financial and compliance audit that conforms to
generally accepted auditing standards. The audit, among other
requirements, must separately identify the grants funds Fil-Am
SODC received and disbursed in accordance with the
provisions of the City’s grant agreements. The City’s grant
agreements included funds to reimburse Fil-Am SODC for the
cost of the audit. We found that Fil-Am SODC'’ s audited
financial statements should be made to more clearly disclose
significant items to the users of itsfinancial statement and to
show whether Fil-Am SODC disbursed the grant fundsin
accordance with the City’ s grant agreements. Specifically, we
found the following:

Fil-AM SODC'’s audited financial statements included
restricted revenue from the City, as “unrestricted” revenue
without appropriate disclosure or description for this
accounting basis. The audited statements defined unrestricted
revenue as, “Net assets that are not subject to donor-imposed
stipulations,” and did not further describe that some revenue
could have had grant agreement restrictions during the year that
were met in the same reporting period. The classification of al
City revenue as “ unrestricted” without this important disclosure
is misleading because it implies that there were no restrictions
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placed on the City’ s grant to Fil-Am SODC. However, the
City’s CDBG and HNVF grant funds could only be used for
restricted uses as stipulated in the grant agreements and could
not be used to fund ineligible activities.

According to the Financial Accounting Standards Board's
Statement of Financial Accounting Standards No. 116 (FAS
116), “Contributions with donor-imposed restrictions shall be
reported as restricted support; however, donor-restricted
contributions whose restrictions are met in the same reporting
period may be reported as unrestricted support provided that an
organization reports consistently from period to period and
discloses its accounting policy.” In our opinion, to comply with
FAS 116 and for purposes of full disclosure, Fil-Am SODC'’s
audited financial statements should have disclosed its
accounting policy’s treatment of unrestricted revenueto let the
financia statement user understand that the City’ s grant
agreements placed arestriction on the funds paid to Fil-Am
SODC.

According to FAS 116, “Information about the extent of
unrestricted net assets and of temporarily restricted net assetsis
useful in assessing an organization’s ability and limitations on
its ability to allocate resources to provide services or particular
kinds of services or to make cash payments to creditors in the
future.” However, Fil-Am SODC' s audited financial
statements incorrectly included grants receivable, (money Fil-
Am SODC expected but had not yet received from the City) in
their classification of “unrestricted” revenue. Evenif Fil-Am
SODC had accrued grant revenue, it would be considered
temporarily restricted if Fil-Am SODC had not received the
money yet. These funds are temporarily restricted because the
City reserves the right to decline reimbursement requests if it
determines that the request is not in compliance with the grant
agreements. Therefore, these grants receivable should be
classified as “temporarily restricted” funds to inform the user
that Fil-Am SODC'’ sreceipt of the funds was pending City
approval. Such adisclosurein Fil-Am SODC’sfinancial
statements would have more clearly described the nature of Fil-
Am SODC'’ srevenue.

Based on our analysis, it also appears that Fil-Am SODC
received the benefit of subsidized employment services which it
did not disclose in its audited financial statements.

Specificaly, Fil-Am SODC entered into contracts, with the
National Asian Pacific Center on Aging (NAPCA), to provide
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Fil-Am SODC with the services of aKitchen Aide and
Custodian. Fil-Am SODC did not pay for these services.
NAPCA used funds from the Title VV of the Older American
Act Program allocated by the U. S. Department of Labor to pay
for the employees wages, employer’s share of FICA,
unemployment and workers' compensation. The contracts
provided Fil-Am SODC with employee services from 2000
through 2004. In our opinion, these contracts and subsidized
employment services would have been useful information for
Fil-Am SODC'’ s funders, and should have been recognized in
Fil-Am SODC'’ s audited financial statements.

Fil-Am SODC'’ s audited financial statements did not disclose
that the CEO had entered into loans, on behalf of Fil-Am
SODC, that do not appear to be an arm’ s-length transaction.
Although the 2002-03 audited financial statement showed a
$15,000 “loan payable” as aliability, it did not disclose the
relationship or terms of the loan and interest payment. Aswe
noted on page 21, the CEO authorized Fil-Am SODC to pay a
159% annual interest rate to arelated party, yet this was not
disclosed in the audited financial statement. The 2002-03
audited financial statement also did not mention another similar
loan that was entered into and paid earlier in the fiscal year.
Overall, the related party loans were not completely or clearly
disclosed in Fil-Am SODC'’ s audited financial statement. The
Financial Accounting Standards Board (FASB) has issued
standards requiring related party disclosures and states that
“Related party transactions may be controlled entirely by one of
the parties so that those transactions may be affected
significantly by considerations other than those in arm’ s-length
transactions with unrelated parties.” FASB aso recommends
the disclosure of related party transactions because, “Without
disclosure to the contrary, there is ageneral presumption that
transactions reflected in financial statements have been
consummated on an arm'’ s-length basis between independent
parties.”

According to FASB’s Statement of Financial Accounting
Standards No. 117 (FAS 117) for “Financia Statements of Not-
for-Profit Organizations,” the audited financial statements
should also report the organization’ s expenses by functional
classification either in afootnote or in a statement of activities.
This method of grouping expenses according to the purpose for
which the costs were incurred, is useful in associating an
organization’s expenses with its programs and
accomplishments. We found that even though Fil-Am SODC'’s
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audited financial statements contained afootnote to assign
expenses, they did not adequately report the organization’s
expenses by functional classification or program. For example,
the footnote only listed three functional programs —the City’s
HNVF, the City’s CDBG, and the County’s Nutrition
programs. The footnote did not show any expenses for the
other programs Fil-Am SODC had obtained funding for, such
asthe State grant and the County’ s other grant programs. In
this manner, it appears that Fil-Am SODC did not have any
additional programs, or that the audited financial statements did
not clearly disclose al of Fil-Am SODC' s functional
classifications or programs.

Furthermore, the audited financial statements allocated higher
portions of the organization’s overhead costs to the City’ s grant
programs. Specifically, Fil-Am SODC’ s 2002-03 audited
financial statements allocated all of the organization’ s rental
storage costs to the City’s HNVF program, but did not allocate
any of these expenses to the organization’s general expenses,
even though the HNVF program did not involve storage
expenses. It also allocated other overhead expenses to the grant
programs without assigning portions of the costs to the
organization’s general expenses. In our opinion, for purposes
of full disclosure and compliance with the Financial
Accounting Standards, Fil-Am SODC'’ s audited financial
statements should have clearly identified all of Fil-Am SODC'’s
programs, funding sources, and expenses.

Lastly, Fil-Am SODC'’ s audited financial statements did not
include an audit of Fil-Am SODC’ s compliance with the City’s
grant agreements, asrequired. The weaknesses we identified in
Fil-Am SODC'’ s audited financial statements are important
because the City funded alarge portion of Fil-Am SODC’s
revenue and the City relied on the audited statementsto help
determine Fil-Am SODC' s ability to satisfy the grant
agreement requirements.

Overal, the weaknesses we identified in Fil-Am SODC's
audited financial statements made it difficult for users, such as
the City, to identify if Fil-Am SODC received and disbursed
grant funds in accordance with the provisions of the grant
agreements.
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TheFil-Am SODC
Significantly
Overstated Its
Performance

M easur es

Fil-Am SODC Used
An Improper
Calculation That
Inflated Its Reported
Units Of Service To
The City

PRNS needs accurate and compl ete performance measurements
to effectively assess Fil-Am SODC'’ s performance and future
funding recommendations to the HNVF and CDBG Advisory
Committees. The HNVF grant agreement defines the
calculation Fil-Am SODC must use to determine units of
service for some program activities. For example, “A unit of
service is defined as one participant attending one (1) hour of
activity” for parent and youth activities, and “A unit of service
is defined as one (1) hour of case management service provided
to one (1) participant” for case management services. The
CDBG grant agreement also defines units of service.
Specificaly, “Participants are counted each time they
participate in recreational, educational, and social activities, but
no more than one time per day. A unit of service is described
asone activity.” Fil-Am SODC used hours and units of service
in their performance measures. We found that Fil-Am SODC
reported inflated and inaccurate units of service to the City.

We analyzed Fil-Am SODC’ s data, sign-in sheets, and reported
performance measures for the last two quartersin 2003-04.
During thistimeframe, Fil-Am SODC’ s goal according to the
HNVF agreement was to provide 27,334 hours of service. Fil-
Am SODC reported to the City that it surpassed this goal and
provided 37,087 hours of service. However, we found that Fil-
Am SODC inflated the units of serviceit reported through a
practice of multiplying the number of participants for each
activity by the number of staff present during the activity. Asa
result of itsimproper calculation method, Fil-Am SODC
reported 37,087 hours of service when it should have only
reported 13,040 hours of service.?

For example, in March 2004, Fil-Am SODC reported 90 units
of service for a 3-hour dance practice with 15 participants.
According to the HNVF grant agreement, the units of service
should be calculated by taking the 15 participants and
multiplying them by 3 hours, for atotal of 45 units of service
provided. However, Fil-Am SODC went one step further and
multiplied the units of service by the two staff members that
were present. Fil-Am SODC used the same method for
calculating units of service provided at workshops and group
meetings. In this manner, we found that Fil-Am SODC'’s
reported performance measures to the City were inaccurate and

2 Our adjustment to Fil-Am SODC's reported performance measures does not account for any further
decrease due to its improper inclusion of ineligible activities.
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Exhibit 8
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misleading. Asaresult, we estimate that Fil-Am SODC
overstated its actual units of service by 184%, or 24,047 units
of service. Furthermore, the actual units of service fell 52%
below the HNVF grant agreement goals, as shown in the
following exhibit.

Comparison Of Fil-Am SODC’s Units Of Service
For TheLast Two Quartersin 2003-04

Overstated 24,047
units of service

Goal Reported Actual

We also found that Fil-Am SODC employed a similar method
in reporting its CDBG units of service. The PRNS Grants Unit
staff verified that the practice of multiplying the units of service
by the number of staff present is not permitted under the grant
agreements. The artificialy inflated performance measures
would lead City staff, the HNVF Advisory Committee, and the
CDBG Steering Committee to think the organization provided
more community servicesthan it actually did. This practice
would also provide Fil-Am SODC with an unfair advantage
over other agencies and create the impression that Fil-Am
SODC performed more services than those agencies that
properly reported the services they provided.
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The Fil-Am SODC'’s
Reported
Performance
Measures Also
Appear To Overstate
Its Implementation
Of The City’s Grant
Agreement
Requirements

In addition to inflating the units of service, some of Fil-Am
SODC'’ s reported performance measures do not contribute to
the stated outcomes or goals, and appear to include ineligible
activities. The City’sHNVF and CDBG grant agreements
outline eligible activities for each category of service such as
recreation, case management, veteran services, and education.
The activities within these categories of service are intended to
align with and achieve the program outcomes for the target
population, primarily low-income seniors and youth in

San José. Fil-Am SODC used each of the following activities
initsreportsto PRNS to support its HNVF and CDBG grant
programs and to satisfy the grant requirements. However, we
found that the following reported activities did not contribute to
the City’ s grant agreements’ stated outcomes or goals.

e According to the HNVF grant agreement, the outcome
goal of Fil-Am SODC’ s tutoring program was to
improve students' grades. However, Fil-Am SODC'’s
tutoring hours consisted primarily of non-academic
activities for the high school student youth. For
example, Fil-Am SODC reported that it provided
12,091 tutoring hours during the last two quarters of
2003-04. However, after accounting for the inflated
hours of service, Fil-Am SODC really only provided
4,742 hours of service, of which only 833 hours were
actually devoted to academic tutoring activities. The
remaining hours consisted of activities such as dance
practice, dance performances, and adult computer
classes at the community center. Moreover, the
participants in the dance activities were not, in most
cases, the same participants as the students on the
tutoring list. Asaresult, Fil-Am SODC'’ s reported
number of tutoring hoursis not only significantly
inflated, but does not completely represent academic
tutoring of the high school students. All of thisraises
serious questions about the validity of Fil-Am SODC'’s
reported tutoring outcome.

e Fil-Am SODC reported a presentation with a college
fraternity as an activity for Veteran Services under the
HNVF agreement. The HNVF agreement states that,
“CONTRACTOR shall provide veterans servicesto
Filipino WWI1 veterans by acting as a liaison between
the veteran and various governmental agencies...” In
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our opinion, while an oral history event may be
educational, it does not qualify as a veterans service
under the intent of the HNV F agreement.

Fil-Am SODC reported that 11 individuals attended the
event for atotal of 88 hours of service provided.
Included in the sign-in sheet were three individuals
dated as speakers and included in Fil-Am SODC
records as veterans. The sheet also included one Fil-Am
SODC staff. The remaining participants were not
included in any Fil-Am SODC records and thus were
not identified as veterans.

Fil-Am SODC reported casino tripsin its CDBG
activities, however, Fil-Am SODC inappropriately
counted each event as satisfying up to three separate
services, and therefore overstated its performance
measures. According to PRNS Grants Unit staff, one
trip should not be counted as delivering three separate
activities. Instead, Fil-Am SODC should have counted
each trip as one event. For example, Fil-Am SODC
reported that an April 18, 2004 casino trip qualified for
840 hours of service under three different CDBG
service categories: 1) 504 hours of
“Recreational/Educational/Socia Activities’ services
for the 10.5 hours of gambling at a California casino,
2) 240 hours of “Escort” services which Fil-Am SODC
calculated by multiplying the 48 participants by the 5-
hour bus drive to and from the casino, and 3) an
additional 96 hours of service as * Case Management”
by showing two one-hour anti-smoking videos during
thedrive. Intotal, Fil-Am SODC claimed 840 hours of
reportable CDBG service for this casino trip.

In another event, Fil-Am SODC reported that 48
individuals attended a casino trip on June 13, 2004, for
atotal of 888 hours of service provided. Again, Fil-Am
SODC reported the event as three separate service
activities consisting of : 1) 552 hours of
“Recreational/Educational/Social Activities’ services
for the 11.5 hours of gambling at a California casino,

2) 240 hours of “Escort” services which Fil-Am SODC
calculated by multiplying the 48 participants by the 5-
hour bus drive to and from the casino, and 3) an
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additional 96 hours of service as CDBG “Case
Management” by showing two one-hour anti-smoking
videos during the drive.

We aso noted that Fil-Am SODC'’ s inclusion of
“Escort” services for the casino tripsis not consistent
with the CDBG grant agreement’ s definition of “ Escort”
servicesas”...the provision of escort services for senior
citizens and low-income, socially or physicaly
handicapped individual s to the offices of health care
providers, to social service providers, and to the
Northside Community Center.”

In addition to the above examples, we also found that some of
Fil-Am SODC'’s reported performance measures appeared to
include ineligible activities, as shown in the following:

e Fil-Am SODC reported units of service for its CDBG

program that were actually associated with non-CDBG
programs. Specifically, inits CDBG performance
measures, Fil-Am SODC included the Intergeneration
Community Assisted Living Program that provided the
in-home care for the CEO’ s parents as well as activities
that were associated with a County-funded nutrition
program. Neither of these programs were part of the
CDBG scope of activities. Nevertheless, Fil-Am SODC
reported these activitiesin its CDBG performance
reports to the City. For example, during 2003-04, Fil-
Am SODC included the Intergeneration Community
Assisted Living Program in its CDBG “Recreationa”
and “ Case Management” services. During 2003-04, Fil-
Am SODC also claimed nutrition program activitiesin
its CDBG “Recreational” services.

We reviewed the 2003-04 fourth quarter CDBG
performance measures that Fil-Am SODC submitted to
PRNS, and the information Fil-Am SODC submitted to
the Santa Clara County Nutrition Program. Asshownin
the following exhibit, the information Fil-Am SODC
reported to the City was nearly identical to that which it
reported to the County.
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Exhibit 9

Comparison Of 2003-04 Fourth Quarter ReportsFil-
Am SODC Submitted To The City’s CDBG Program

And To The County

Reports To City Of San José
CDBG Program

Reports To Santa Clara County
Nutrition Program

567 Fil-Am participants

April 139 Indo-American participants | 139 Indo-American Program meals
640 Fil-Am participants 640 Fil-Am Program meals

May 134 Indo-American participants | 134 Indo-American Program meals
646 Fil-Am participants 646 Fil-Am Program meals

June 181 Indo-American participants | 179 Indo-American Program meals

563 Fil-Am program meals

Total 4™ Quarter

2307 participants
X 4 staff
= 09228 units of service

2301 total meals

Fil-Am SODC's
Reported Grant
Activities Should Be
Distinguished From
Community Use Of
The Facility

Thisimproper inclusion of ineligible activities
significantly overstated Fil-Am SODC’s CDBG units of
service. In the fourth quarter aone, these ineligible
activities resulted in Fil-Am SODC'’ s overstating by as
much as 9,780 units of service of the 17,164 units of

service it reported.

As the organization occupying the City-owned community
center, Fil-Am SODC has aresponsibility to ensure that the
community has access to the facilities. However, any
community events held at the community center should be
distinct and separate from the activities the City’sHNVF and
CDBG grant programs pay Fil-Am SODC to provide. Fil-Am
SODC should not count these community events as part of its
performance measures under these grants. It appears that Fil-
Am SODC incorrectly reported the community’s use of the
community center as activities that also qualify under the City’s
grant agreements, as shown below.

¢ Fil-Am SODC reported community events as part of its
Parent/Y outh activities under the HNVF grant
agreement. For example, Fil-Am SODC reported that
16 individuals attended an event on April 15, 2004 for a
total of 288 hours of service provided. According to the

® The overstatement by as much as 9,780 units of service during the fourth quarter of 2003-04 consists of
9,228 units of service for the County’s Nutrition program and 552 units of service for the in-home care of the

CEQO’ s parents.
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individual identified as the lead staff person, this event
was abirthday party for a staff member’s grandchild. A
private birthday party, or other private events, can be
held at a City community center. However, Fil-Am
SODC should not count such an event as an activity it
organized to deliver services as part of its City grant
agreement or for the City to use grant funds to pay for
private parties. Fil-Am SODC counted several private
events that were held at the community center as
activities under its grant agreements with the City.

e Fil-Am SODC also reported a City and San José State
University event held at the community center asa
reportable activity for case management services. Fil-
Am SODC reported to the City that it delivered 1,620
hours of serviceto 180 attendees. However, the event
was intended to assist service providers, who are not the
targeted participants for the grant programs.
Specificaly, Fil-Am SODC counted speakers and
attendees who did not qualify for grant services as
service recipients. Of the 180 individuals Fil-Am
SODC counted as participants under its grant
agreements with the City, only about 15 seniors were
listed in Fil-Am SODC'’sclient list. The remaining
individuals included service providers, San José State
University staff, staff from elected officials' offices, and
students.

In our opinion, PRNS should require Fil-Am SODC to
distinguish the use of the community center between
community uses and those activities qualifying for grant
agreement activities. PRNS should aso work with Fil-Am
SODC to ensure that its performance measurement reporting is
appropriate and accurate.

We recommend that PRNS:

Recommendation #4

Work with Fil-Am SODC to ensurethat its performance
measur ement reporting is appropriate, accurate, and does
not include duplication of other services, programs and
grants. (Priority 2)




Finding |

We recommend that PRNS:

Recommendation #5

Ensurethat Fil-Am SODC’s performance measur ement
reporting distinguishes between community uses of the
Community Center and those activities qualifying as grant
agreement activities. (Priority 2)

CONCLUSION We found that Fil-Am SODC used City grant funds for
ineligible activities, was not in compliance with the City’s grant
agreements, duplicated funding sources, overstated its
programmatic accomplishments, and did not follow procedures
that would have helped to ensure sufficient financial controls
over the use of City funding. The Fil-Am SODC’s CEO made
imprudent decisions that consumed a significant amount of Fil-
Am SODC'’ s resources, such as developing a program to
personally benefit his parents and having Fil-Am SODC
assume the financial liability of hosting a national conference
for the NaFFAA organization. Asaresult Fil-Am SODC,

1) did not satisfy its obligations to the City for receiving grant
awards, 2) incurred significant financial losses, and 3) impacted
its ability to provide valuable services in the community.

RECOMMENDATIONS

We recommend that PRNS:

Recommendation #1 Work with the City Attorney’s Office to take appropriate
action and addressthe Fil-Am SODC’s use of City grant
fundson ineligible activities that we identified for 2002-03
and 2003-04. (Priority 1)

Recommendation #2 Review the City’s 2004-05 and subsequent funding of Fil-
Am SODC to ensurethat it isnot continuing to use City
fundson indligible activities. (Priority 2)

Recommendation #3 Work with the Fil-Am SODC and provide training on
appropriate Board of Director oversight and
implementation of organization policies and procedures.
(Priority 3)
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Recommendation #4

Recommendation #5
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We recommend that PRNS:

Work with Fil-Am SODC to ensurethat its performance
measur ement reporting is appropriate, accurate and does
not include duplication of other services, programs and
grants. (Priority 2)

Ensurethat Fil-Am SODC’s performance measur ement
reporting distinguishes between community uses of the
Community Center and those activities qualifying as grant
agreement activities. (Priority 2)



Finding || City Oversight Of The Fil-Am SODC
Grant Agreements And Jacinto “ Tony
Siquig Northside Community Center
Was I nadequate

The City of San José s Parks, Recreation, and Neighborhood
Services Department (PRNS) is responsible for the
administration and oversight of the Community Devel opment
Block Grant (CDBG) and Healthy Neighborhoods Venture
Fund (HNVF) grant programs.

From 2002-03 through 2003-04, the City awarded the Filipino
American Senior Opportunities Development Council (Fil-Am
SODC) grant funds totaling $836,375 from HNVF, CDBG, and
the City’s General Fund. The City’s financial support for Fil-
Am SODC extends beyond the grant agreements, and includes
allowing Fil-Am SODC to occupy rent-free the recently
renamed Jacinto “ Tony” Squig Northside Community Center.
PRNS also pays for Fil-Am SODC’ s utilities and other
operational costs and the General Services Department provides
building services free of charge.

We found that PRNS' oversight of the community center, and
the administration of the HNVF and CDBG grant funds
awarded to Fil-Am SODC was inadequate. Specifically, we
found that PRNS:

e Did not compare the different sources of funding for
Fil-Am SODC to identify duplication or overlaps,

e Did not adequately review Fil-Am SODC’ s reported
performance measures,

¢ Did not ensure that Fil-Am SODC complied with grant
agreement requirements for documentation and changes
to the approved budgeted costs; and

¢ Did not implement appropriate controls for the use and
financia support of the City-owned Jacinto “ Tony”
Squig Northside Community Center.

Asaresult, the Fil-Am SODC did not submit complete or
accurate documentation to the City. Further, the City was not
aware of Fil-Am SODC'’ s significant noncompliance with grant
agreement requirements, including inappropriate
reimbursement requests and misuse of City funding. The lack
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of oversight concerning the City’ s dealings with the Fil-Am
SODC demonstrates weaknesses in the City’s overall grant
administration and leasing of City facilities. Without
appropriate grant administration and oversight, City funds can
be susceptible to fraud, waste, and abuse.

It should be noted that around September 2004, the PRNS
Grants Unit made improvements to their forms and monitoring
process of grant recipients. Based on the results of our audit of
the Fil-Am SODC and PRNS' oversight of the grants process,
additional improvements need to be made to prevent arepeat of
the issues we identified in thisreport. We recommend that
PRNS further improve its monitoring processto 1) enforce the
requirement that grant recipients submit a cost allocation plan
and to request prior approval of any changes or shiftsin
budgeted funding amounts, 2) train staff to help identify
potential problems indicated in audited financial statements and
compliance audits, 3) implement procedures that incorporate
the City’ stotal support of an organization, including free rent
and payment of utilities as part of the grant review process,

4) work with the City Attorney’s Office and City Manager’s
Office to implement procedures and ensure organizations do
not occupy City facilities without the benefit and protection of
an agreement, and 5) implement a Request for Qualifications
process or use City staff to operate the City-owned Jacinto
“Tony” Siquig Northside Community Center.

PRNS Did Not
Compare The
Different Sources
Of Funding For Fil-
Am SODC To

| dentify
Duplication Or
Overlaps

42

Community organizations apply for City grants under a
competitive process to award the limited funds available and
the City denies funding for many proposals. Asthe entity
responsible for administration of the grant programs, reviewing
applications, and making funding recommendations, it is
imperative that PRNS' Grants Unit has complete information to
make an informed decision. We found that the application and
grant awarding process PRNS administered did not have
sufficient controlsin place to compare the different funding
sources and identify duplication in funding. Asaresult, the
City’slack of controls contributed to the overfunding of
personal costs within Fil-Am SODC.

For example, between the HNVF and CDBG grants, the City
awarded Fil-Am SODC more than 100% full time equivalent
(FTE) funding for certain positions. For example, in 2002-03,
the City’sHNVF and CDBG grants awarded Fil-Am SODC
172% for an outreach coordinator position. Because PRNS did
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Exhibit 10
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not compare the HNVF and CDBG grant awards, it did not
detect this mistake. Fil-Am SODC documents also indicate that
they received additional funding for this position through Santa
Clara County’ s Nutrition program.

Although PRNS required Fil-Am SODC to list the total funding
it expected to receive for the programs, PRNS did not require
the organization to submit a detailed list of funded positions to
ensure the City was not overfunding Fil-Am SODC'’ s positions.
As aresult, PRNS missed the opportunity to identify positions
within Fil-Am SODC that were funded above 100%. For
example, in 2003-04, Fil-Am SODC solicited and received
141% funding for a case management position. Of this 141%,
the City’s HNVF program funded 21%, CDBG funded 53%,
Santa Clara County funded 53%, (through Y u-Ai-Kai and the
Minority Senior Service Providers Consortium), and another
grant funded 14%. In total, Fil-Am SODC received over
$50,500 in gross salary for a position that actually cost only
$35,800, as shown in the exhibit below. In this manner, by
overselling positions, Fil-Am SODC was able to use the excess
funds for other purposes that were not eligible under the grant
agreements.

Example Of Fil-Am SODC’s Overfunded Salary For
One Employee

Overfunded position
by almost $20,000

1 2

\IActuaI Salary B Santa Clara County @ Milpitas B City of San José HNVF H City of San José CDBG
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In addition, because PRNS does not require grant recipients to
disclose their FTE breakdown by funding source, PRNS was
unable to detect that Fil-Am SODC used the City’ s grant
programs to overfund positions. For example, in 2003-04, Fil-
Am SODC received grant funds from various sources for
specific positions that exceeded the actual cost of those
positions by about $48,000. This enabled Fil-Am SODC to use
this $48,000 elsewhere in the organization. Therefore, Fil-Am
SODC did not use these grant funds as intended, or as stated, to
the City. According to PRNS, it reviewed the information Fil-
Am SODC provided, but had no reason to suspect that some of
Fil-Am SODC'’ s positions were being funded over 100%.

Finally, PRNS did not detect overlaps between Fil-Am SODC’s
tutoring program and PRNS' funding of the Homework Center
after-school programs at Independence High School.
Specificaly, PRNS awarded HNVF grant awards to Fil-Am
SODC and to two other programs to provide tutoring at
Independence High School. In fact, we found that these
programs served the same students and used the same sign-in
sheets. The performance calculations Fil-Am SODC reported
to the City included students that were duplicated in other
HNVF grant-funded programs.

The City’s 2003-04 Adopted Operating Budget states that,
“PRNS is attempting to consolidate the myriad of after school
programs offered by the City and other agencies... In the past,
these programs have operated as stand-alone programs with
little or no coordination.” Documentation indicates that the
City’ s support for the after-school tutoring program at
Independence High School began in 1994. 1n 2001, the City
began to provide HNVF funds for Fil-Am SODC to aso
provide tutoring services at the school. Thistimeframe
indicates that the program overlap has continued for some time
without consolidation. In our opinion, PRNS should
consolidate funding of the tutoring programs and review its
funding of the after-school program and other grant awards to
ensure there are no additional overlaps at other schools.
According to PRNS, it has already incorporated the Homework
Center program into its Grants Unit as part of its effort to avoid
future funding duplication.
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We recommend that PRNS:

Recommendation #6

Amend itsgrant agreementsto require organizationsto
disclose non-City grant sour ces of funding and identify all
sour ces of funding for City-funded activities. (Priority 3)

Recommendation #7

Consolidate HNVF-funded tutoring programs at
Independence High School and ensurethereare no
additional funding overlaps at other schools. (Priority 3)

PRNS Did Not
Adequately Review
Fil-Am SODC's
Reported
Performance

M easur es

PRNS requires and incorporates performance measures into
each grant agreement to help assess if an organization isusing
the grant funds to achieve the desired results and deliver
services in the community. Each organization submits reports
to PRNS to demonstrate their progress in meeting the grant
agreement’ s targeted performance goals and outcomes. PRNS
relies on these reports to provide information to the Advisory
Committees on the organization’s status in meeting the
agreement objectives, and to evaluate the performance of each
organization. It isimportant that PRNS and the Advisory
Committees have accurate reports from the organizationsin
order to make informed funding and agreement decisions.
However, we found that PRNS did not ensure that Fil-Am
SODC completely and accurately reported its performance
measures. Asaresult, the Advisory Committees received
misleading data on Fil-Am SODC'’ s performance under the
grant agreements.

To ensure each grant recipient knew how to appropriately
Incorporate performance measurements into its grant programs,
PRNS provided workshop training for grant recipients. Fil-Am
SODC sent three staff members to this training, which covered
pertinent topics such as the connection between the inputs,
activities, outputs, and outcomes. The following exhibit is an
excerpt from the PowerPoint slides presented during the
training, and demonstrates how the grant agreement
performance measures are structured. Essentialy, the grant
agreements provide funding and staff resources to produce
activities and outputs, that are intended to provide certain
outcomes.
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Exhibit 11 Model Of Performance Measures To Useln Grant
Agreements

Program Outcome Modael
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Source: PowerPoint Presentation from PRNS training workshop.

PRNS Did Not Follow Up To Ensure That Fil-Am SODC
Reported Complete Performance M easures

Fil-Am SODC’s CDBG and HNVF grant agreements specified
the activities Fil-Am SODC was required to perform to
measure its program outputs for each category of activities.
The activities and outputs would then lead into the outcomes
Fil-Am SODC reported at the end of the second and fourth
quarters (Q2 and Q4). The following exhibit summarizes the
performance measures that were incorporated into Fil-Am
SODC’ s 2003-04 HNVF agreement, compared to the figures
Fil-Am SODC reported to the City. We found that Fil-Am
SODC did not report complete information, as shown in
Exhibit 12.
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Exhibit 12

Case M anagement:

Individual plans, trandation,
transportation and escort
services, housing referrals,
and linking to youth.

HNVF Agreement

Fil-Am SODC's

HNVF Agreement

Performance M easures Required In The 2003-04 HNVF Agreement Compared To Fil-Am
SODC’s Reported Performance

Fil-Am SODC'’ s Reported

Requirements for Outputs Reported Outputs Outcome Measurements | Outcome Measurements
11,500 hours of serviceto | 11,890 hours of 50% of participantswill | Q2: 70%
1,050 seniors. serviceto 1,162 complete at least 2 Q4: 85%

seniors.

objectivesin their
individualized plan.

Outreach:

Volunteers provide home
visits and phone callsto
homebound seniors.

800 units of serviceto 300
homebound seniors.

1,356 unitsto ?
homebound

seniors.
Not provided

Anti-T obacco Education:
Provide certificates to homes
and businesses.

During thefirst quarter,
provide 200 signs to homes
and businesses.

? <mm Not provided

Veterans:

Liaison between government
agencies, apply for veterans
benefits.

12,000 hoursto 250
veterans as aliaison
between agencies.

13,023 hoursto ?
veterans. I

Not provided
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Required Activities
Per Grant Agreement

Outputs

Outcomes

HNVF Agreement

Fil-Am SODC'’s

HNVF Agreement

Fil-Am SODC'’ s Reported

Requirements for Outputs Reported Outputs Outcome Measurements | Outcome Measurements
After School Tutoring for
Parents and Youth:
Computer classes, 8,000 hours of activitiesfor | 10,698 hours. 80% of students and 60% | Q2: 85%
mentoring, recreation, career | parents and youth. of parents enrolled in Q4: 100%
and life planning, cultural computer classes will
and language schools, out of demonstrate how to use a
town trips, classes on laptop, access the Reports did not specify
HIV/AIDS, teen pregnancy, internet, communicate whether these measures
and parent awareness. with emails and use a tracked 80% of students

software program. or 60% of parents.

Tutoring classes held 3-4 20,000 hours of after 20,093 hoursto ? Q2: 50%
times per week on Monday, | school tutoring to 635 youth. Q4: 50%
Tuesday, Thursday and youth to help improve
Saturday for 36 weeks, grades. Not provided | 50% of students will Q2; ? S _
1.5 hours each day. experience ahalf agrade | Q4; 7 e NOtprovided

Tutoring sessions held 3-4
times per week.

Report on the number of
unduplicated youth tutored.

Fil-Am SODC did
not report number of
sessions per week.
Audit found tutoring
sessions held only 2
times per week.

? 4mmm ot provided

increase in the tutored

subject. 50% of the 50%

will experience afull
grade increase in the
tutored subject.
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Intercultural Training

Services: To 200 seniors at
lolaWilliams Senior Center
(150) and Alma Senior
Center (50). Training classes
for 4 hours from Oct 2003
until the end of the program.
Classes held 2 days per week
at Almaand 3 days per week
at lola. 15 youth will
participate.

HNVF Agreement

Fil-Am SODC's

HNVF Agreement

Fil-Am SODC'’ s Reported

Requirements for Outputs Reported Outputs Outcome Measurements | Outcome Measurements
3,168 hours of workshop 47,833 hours «——_| Activities supporting
servicesto 200 seniorsand | to ? seniors and ? | thesereported hoursdo

not match the approved

15 youth.

youth.

Not provided

activity descriptionsin the
grant agreement.

Participants:
Low-income, at-risk seniors

and youth who are residents
of the City of San José.

2,450 unduplicated
participants,
1,400 HNVF portion.

5,338 unduplicated

<

participants, <
2,500 HNVF portion.

Fil-Am SODC client lists
do not support these
numbers.
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As shown in Exhibit 12, Fil-Am SODC'’ s performance reports
for the 2003-04 HNV F agreement lacked information for the
following:

e Performance reports were missing information for 2 of 3
outcomes;

e Performance reports were missing information on the
number of participants served for 4 of 5 categories;

e Performance reports were missing information for the
Anti-Tobacco Education services,

e Performance reports of activities for the Intercultural
Training Services did not demonstrate that Fil-Am
SODC provided the required training classes at the lola
Williams or Alma Senior Centers; and

e Fil-Am SODC'’ s reported number of participants was
not supported by its client list and appears to be
overstated.

These deficienciesin Fil-Am SODC' s performance reports are,
in part, attributable to PRNS. Specifically, PRNS did not:

1) compare the organization’ s reports with the agreement
requirements to ensure that all requirements were satisfied and
2) ensure the validity of the organization’ s reported
performance measures and numbers. Because PRNS did not
identify Fil-Am SODC’ s missing and incomplete information,
it did not follow-up with Fil-Am SODC or notify the
organization that its performance measurement reports were not
in compliance with the grant agreements.

PRNS Did Not Adequately Review Fil-Am SODC's
Supporting Documentation To Ensure Fil-Am SODC Was
Appropriately Reporting Performance M easurements And
Eligible Participants

In addition to the missing information, the supporting
documentation for Fil-Am SODC’ s reported performance
measures indicates that they did not report accurate units of
service or appropriate grant activities. PRNS should have
adequately reviewed this information during its oversight and
monitoring process.
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As mentioned in Finding 1 of this report, Fil-Am SODC
overstated its performance measures by multiplying the number
of participants attending sessions (outputs) by the number of
staff present (resources) to arrive at the units of service. Inthis
manner, Fil-Am SODC inflated its reported units of service by
asmuch as 184%. The detailed activity reports Fil-Am SODC
submitted to PRNS made it evident that Fil-Am SODC was
incorrectly multiplying the units of service by the number of
staff present, but PRNS did not detect the errors.

Furthermore, under its grant agreements with the City, Fil-Am
SODC isrequired to document the eligibility of all program
participants. Thisrequirement is designed to ensure that Fil-
Am SODC's activities and uses of City grant funds impact the
targeted population. For HNVF, the targeted population is
“predominately low-income, at-risk seniors and youth who are
residents of the City of San Jose.” For CDBG, the targeted
population is “lower income individuals of all ethnic groups
residing in the Project Area[City of San José].” We found that
Fil-Am SODC included inéligible participants in its reported
number of participants served and its reported hours of service.
For example, we found Fil-Am SODC included the following
ineligible participants as receiving services under its HNVF and
CDBG grant agreements:

e Fil-Am SODC staff attending sessions were counted as
eligible participants.

e Service providers were counted as eligible participants.

e Residents from cities other than San José were counted
as eligible participants.

In this manner, professionals such as San José State University
professors and staff, City of San José Council Member staff,
and Congressional Member staff, were all included in Fil-Am
SODC' s reported program participants to the City. This
practice of counting ineligible participants may also have
inflated the number of “unduplicated participants’ that Fil-Am
SODC reported to the City. For example, in 2003-04, Fil-Am
SODC reported that it served 5,338 unduplicated participants,
yet Fil-Am SODC' s client database and student tutoring list can
only validate 1,361 clients, as shown in the following exhibit.
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52

Exhibit 13 Fil-Am SODC’ s 2003-04 Reported Number Of
Unduplicated Participants Compared To Fil-Am
SODC’s Documented List Of Clients

6,000

Fil-Am SODC's Documented List of Fil-Am SODC's Reported Unduplicated
Clients Participants

By including ineligible participants, Fil-Am SODC could have
caused evaluators and the Advisory Committees to believe that
Fil-Am SODC'’ s grant programs were reaching alarger target
population. PRNS could have identified Fil-Am SODC’s over-
reporting had it compared Fil-Am SODC’s list of clientsto its
reported number of participants and identified the ineligible
participants listed in Fil-Am SODC’ s sign-in sheets.

PRNS Accepted Reports From Fil-Am SODC That Claimed
Services Already Covered In Other City Or Government Grant

Programs

We also found that PRNS accepted reports from Fil-Am SODC
that double-counted events other organizations provided as part
of their separate grant programs. In this manner, PRNS
allowed Fil-Am SODC to take credit for providing services that
other agencies organized and funded. For example, during
2003-04, we found that Fil-Am SODC included the following
activitiesin itsreportsto PRNS:
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e OnMay 7, 2004, PRNS Office of Aging held a
workshop in connection with San José State
University’s College of Social Work. The workshop
was held at the community center. According to the
Office of Aging, they organized this workshop with San
José State University and reported it as part of the City’s
Investing In Results performance. The Council on
Aging paid Fil-Am SODC to cater the food services for
the event. Even though Fil-Am SODC'’ sinvolvement in
this event was limited to providing food and meeting
space, it still claimed 1,620 units of service consisting
of 180 participants and 4.5 hours as part of its HNVF
reported units of service. By way of contrast, the Office
of Aging reported only 500 units of service and 125
participants for 4 hours for this event.

e The San José Fire Department’ s (SJFD) Office of Public
Education receives its own HNVF grant funds to teach
seniors on fire safety, fall prevention, and earthquake
preparedness. According to the SIFD, on March 14,
2004 they made a presentation at the community center
and reported it to PRNS as part of its performance
measures for the HNVF grant program. However, Fil-
Am SODC claimed credit for this same event and
reported 58 units of HNVF services to PRNS.

e Activities reported for Intercultural Training Services do
not match the approved description of services and may
have included events already covered through another
HNVF grant program. Fil-Am SODC'’s grant
agreements require it to conduct routine training
workshops 2-3 days per week at the lola Williams and
Alma Senior Centers. According to PRNS, Fil-Am
SODC did not offer any workshops at the Alma Senior
Center. However, Fil-Am SODC'’s reported hours
included activities sponsored through the “ Minority
Senior Service Providers Consortium” of which Fil-Am
SODC isamember. These activities included the
Minority Senior Service Providers Consortium’s New
Y ear's celebration (5,728 hours) and Heritage Month
celebration (2,905 hours). We should note that the
Minority Senior Service Providers Consortiumis aso
funded through the City’s HNVF grant program.

We should also note that PRNS administered and provided
HNVF grant funds for the separate programs noted above.
However, PRNS did not compare the events among the separate

53



Fil-Am SODC

groups, and did not identify the potential overlaps. In our
opinion, PRNS should require grant recipients to include alist
of the activities included in their performance measurement
reports and review those lists to help identify duplicate

reporting.

PRNS Did Not Follow-up With Fil-Am SODC To Ensure The
Performance M easurements Were A ppropriate Or Completed

We also noted that PRNS approved and incorporated
performance goals into Fil-Am SODC’ s grant agreements that
did not appear to be appropriate or achievable. For example,
the HNVF grant agreements for 2002-03 and 2003-04 stated
that Fil-Am SODC'’ s outcome measures for the grant program
included:

“50% of all students being tutored will increase their
grade by half a grade (e.g. C to C+) in the subject for
which they were tutored. Of those 50%, 50% will
increase their grade by one (1) grade (e.g. Cto B) in
the subject for which they were tutored.”

PRNS accepted Fil-Am SODC'’ s reports that it met the first
50% target, but never actually calculated outcome measures on
students' “half agrade’ increases for the tutored subject
(emphasis added). Instead, the percentages Fil-Am SODC
reported were based on information for the students
cumulative GPA changes (emphasis added). Such reporting
was nhot in accordance with the grant agreement and would not
show how effective the tutoring services were in improving the
grade for the tutored subject. Our review of the student grades
from Independence High School could not substantiate Fil-Am
SODC' sreported GPA increases attributable to the tutoring
program.

In addition, we found no documentation that PRNS questioned
Fil-Am SODC on its ability to achieve adramatic increasein its
tutoring hours of service from the prior year, given that Fil-Am
SODC’ s resources for the tutoring program remained
unchanged. In 2002-03, Fil-Am SODC reported 7,476 hours of
tutoring services. 1n 2003-04, Fil-Am SODC reported that it
provided 20,093 tutoring hours of service, or a 169% increase
above the previous year’ s reported hours. To accomplish
20,093 hours of tutoring services, the three part-time tutors
provided for in the grant agreement would have had to tutor
129 students during each of the three weekly tutoring sessions,
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on ayear-round basis. PRNS should have realized that Fil-Am
SODC’ s reported tutoring hours were unrealistic, given that Fil-
Am SODC held tutoring sessions during the academic year (not
year-round), with an estimated average of 20 (not 129)
students.

PRNS also accepted incomplete reports from Fil-Am SODC.
The HNVF grant agreements required Fil-Am SODC to report
on three outcome measurements for case management services,
tutoring, and computer classes. Fil-Am SODC' s reports were
incomplete for two of these three outcome measurements.
During 2003-04, Fil-Am SODC did not submit reports to the
City showing the results for the second component of the
tutoring program’ s outcome — the percentage of students who
increased their grades by one full grade in the tutored subject.
Fil-Am SODC also did not provide complete reports for the
outcome measurement for its computer technology program.
We saw no evidence that PRNS identified Fil-Am SODC'’s
reporting problem, or compared the grant agreement
requirements to Fil-Am SODC quarterly reports to identify the
disconnect.

Because of thislack of oversight, PRNS did not follow-up with
Fil-Am SODC to help the organization submit complete
performance reports or develop more appropriate outcomes that
could be readlistically measured. Nevertheless, Fil-Am SODC
continued to report to PRNS, without challenge, that it met or
exceeded its targeted outcome goals.

Overal, we found significant problems with Fil-Am SODC'’s
reported performance measures for the City’s HNVF and
CDBG grant agreements. Fil-Am SODC overstated its
program impacts, activities, and hours of service, and did not
provide PRNS with complete or accurate information. Asthe
entity responsible for monitoring and grant oversight, PRNS
should have adequately reviewed Fil-Am SODC’ s reports and
followed up to ensure they contained complete, accurate, and
appropriate information. Asaresult, PRNS did not identify
that Fil-Am SODC over-reported its program activities and
outcomes, and thus, did not provide the Advisory Committees
with complete or accurate data with which to make informed
funding decisions. It should be noted that around September
2004, the PRNS Grants Unit made improvements to their forms
and monitoring process of grant recipients. Based on the
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results of our audit of the Fil-Am SODC and PRNS' oversight
of the grants process, additional improvements need to be made
to prevent arepeat of the issues we identified.

We recommend that PRNS:

Recommendation #8

Require grant recipientsto provide alist of the activities
and units of service performed under their grant
agreementswith the City, and compar e theseliststo
recipients quarterly reportstothe City to verify that
reported participantsareeligible. (Priority 3)

PRNS Did Not
Ensure That Fil-
Am SODC
Complied With
Grant Agreement
Requirements For
Documentation
And ChangesTo
The Approved
Budgeted Costs

PRNSDid Not
Follow-Up To
Ensure It Received
The Required
Documentation For
Fil-Am SODC’s
Board Of Directors
Meetings

56

The PRNS Grants Unit maintains the official grant filesto
document grant transactions, documentation, and reports. The
grant agreements require each organization to submit
documentation that provides valuable information to assist in
PRNS' oversight of the grants. For example, the HNVF
policies and procedures that PRNS incorporated into Fil-Am
SODC' s grant agreement require Fil-Am SODC to submit
copies of its Board of Directors meeting minutes. The grant
agreements also require Fil-Am SODC to seek prior approval
from the City for any changes to the approved cost categories
and amounts in the grant agreements. The CDBG and HNVF
grant agreements also require Fil-Am SODC to commission
and submit to PRNS “...afinancial and compliance audit of
Contractor’s Fiscal Y ears that are covered by this Agreement.”
All of this required information provides the City with insight
on the status of the grant programs, how well the organization
Is functioning, and can indicate any problems. We found that
PRNS did not ensure that Fil-Am SODC complied with all of
these reporting documentation requirements, and did not
adequately review the documentation it did receive to identify
potential problems.

According to its grant agreements with the City, Fil-Am SODC
Isrequired to submit minutes of its Board of Directors
meetings. However, we found that Fil-Am SODC submitted
incompl ete documentation of the Board of Directors meeting
minutes. According to PRNS, in 2002-03, Fil-Am SODC
provided PRNS with minutes for 1 of the 11 documented Board
of Directors’ meetings. In 2003-04, Fil-Am SODC submitted
Board minutes for only two meetings. We requested and
received copies of the Board minutes and found that they
contained valuable information on the organization’ s program
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PRNSDid Not
Adequately Follow-
Up After Fil-Am
SODC Shifted Funds
Without Prior
Approval

activities including financial impacts from hosting a national
conference. The Board minutes also showed instancesin which
Fil-Am SODC did not have the required number of Board
Members to officially vote — indicating a potential
organizational oversight problem. In our opinion, PRNS should
have followed up with Fil-Am SODC to ensure it received the
required documentation.

Fil-Am SODC violated the grant agreement requirements when
it shifted funds between the approved cost categories without
seeking prior approval from PRNS or submitting the required
form. Specifically, in 2002-03, because the City over-funded
Fil-Am SODC' s personal costs, Fil-Am SODC shifted $17,256
(8%) in budgeted personal costs to fund non-personal costs
such as contract expenses and supplies. Instead of informing
Fil-Am SODC that they did not qualify for reimbursement
because they did not seek prior approval or submit the required
form, PRNS processed and paid the request.

At the end of 2003-04, Fil-Am SODC again shifted over
$30,000 (12.5%) in budgeted HNVF personal costs to pay for
non-personal costs. Fil-Am SODC moved into the new
community center in October 2003, and used most of this
$30,000 to pay the rent on its former and now unoccupied
office space through June 2004. Fil-Am SODC had a
contractual obligation to continue to pay rent on afacility it
would not use for eight months after it moved to the community
center. Fil-Am SODC did not submit the required formsto
seek approval to have City funds pay for their rental obligation
until nine months later in July 2004. There is no documentation
indicating that Fil-Am SODC sought approval prior to incurring
the significant cost changes, as required in the agreement, or
even informed PRNS of the changes that had occurred nine
months earlier. PRNS still paid Fil-Am SODC for the
requested |ease reimbursement even though Fil-Am SODC did
not follow the appropriate approval process.

As aresult of these changes, and contrary to the grant
agreements, PRNS paid Fil-Am SODC more than the City’s
proportional share of Fil-Am SODC’s costs. For example, in
2003-04 the City’ s grants contributed 56% of Fil-Am SODC’s
total revenue, but paid for 87% of the organization’s office
rental charges. Specifically, the City paid Fil-Am SODC for
$49,859 (87%) of its entire $57,564 in rental charges for its
former office space while also providing free use of the new
community center and paying for the community center’s
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PRNSDid Not
Ensure That Fil-Am
SODC Submitted
The Required Audit
I nformation

58

utilities. In 2002-03, the City contributed 60% of Fil-Am
SODC'stotal revenue, yet the City’sHNVF and CDBG grants
paid for amost 90% of Fil-Am SODC’s contract accountant.
As aresult, the City was essentially subsidizing other Fil-Am
SODC non-City programs. To ensure the City pays an
appropriate proportional share, the procedures require grant
recipients to submit a cost allocation plan and formulato show
how indirect costs, such as rent, are allocated to the City. We
found no documentation that PRNS enforced this requirement.
By not following the grant agreement requirements, the City
overpaid its proportional share of these overhead costs.

In our opinion, PRNS should enforce the requirement that grant
recipients submit a cost allocation plan and that grant recipients
also request prior PRNS approval of any changesin funding or
budgeted amounts. Thiswould enable PRNSto 1) better detect
situations in which the City is funding more than its
proportional share of expenses, 2) avoid reimbursing
organizations for inappropriate funding shifts, and 3) better
ensure that program files contain al the information required to
assess the appropriateness of grant recipient reimbursement
requests.

The CDBG and HNVF grant agreements require organizations
to commission and submit to PRNS, “...afinancial and
compliance audit of Contractor’s Fiscal Y ears that are covered
by this Agreement.” The grant agreements specify the contents
of the audit, deadline for submission, and required certification
for the accountants. In addition, PRNS provided funding in Fil-
Am SODC’'s HNVF and CDBG grant agreements to help pay
for the audit costs. Although Fil-Am SODC submitted audited
financial statementsto PRNS, we found that PRNS did not
ensure the submitted audit information satisfied the agreement
requirements. Further, we found that PRNS did not adequately
review the audited statements to identify potential problems.

Even though the grant agreements specifically required Fil-Am
SODC to submit afinancial and compliance audit, Fil-Am
SODC'’ s audits were limited to afinancial audit and did not
include any evaluation of its compliance with the grant
agreements. In fact, Fil-Am SODC'’ s audited statements
referenced Fil-Am SODC’ s grant requirements and stated,
“...providing an opinion on compliance with those provisions
was hot an objective of our audit, and accordingly, we do not
express such an opinion.”
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PRNS' review of Fil-Am SODC’ s audited financia statements
did not identify this gap and noted that Fil-Am SODC'’ s audited
financia statements were an “adequate response to reportable
conditions.” Furthermore, PRNS' audit review checklist form
does not require staff to verify that the agency’ s audited
financia statements contain an evaluation of the grantee's
compliance with the grant agreements. As aresult, PRNS staff
did not note that Fil-Am SODC’ s audited financial statements
did not express an opinion on its compliance with the grant
agreements.

We also found that PRNS' review of the audited financial
statements did not identify or follow-up on the potential
problems indicated. For example, the cash flow statementsin
Fil-Am SODC'’ s audited financial statements indicated the
organization was experiencing significant operating lossesin
both fiscal years. The 2003-04 audited financial statement
noted that aFil-Am SODC Board Member personally signed
for acredit line that Fil-Am SODC used to borrow about
$40,000. These are indicators of potential financial trouble,
which PRNS should have identified when it reviewed Fil-Am
SODC’ s audited financial statements as part of its monitoring
process.

However, according to the PRNS Grants Unit staff, itsreview
of audited financial statements does not focus on monitoring
organizations for their performance under the current grant
agreements. Instead, PRNS' review of audited financial
statements appears to be primarily limited to evaluating grant
applications for subsequent funding decisions. In fact, the
PRNS analyst charged with monitoring grantees does not
review the audited financial statements. A different PRNS
analyst evaluates audited financial statements for the purposes
of awarding funding for the following year. According to the
PRNS Grants Unit staff, this separation of duties among the
analysts was established to help ensure that PRNS
independently and objectively evaluated grant applications.

In our opinion, although it is a valuable practice to review the
audited statements during the grants application process, PRNS
should also review audited statements after grant funds are
awarded as part of its monitoring and oversight process.
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We recommend that PRNS:

Recommendation #9

Enforce therequirement that grant recipients submit a cost
allocation plan and that grant recipientsalso request prior
PRNS approval of any changesor shiftsin funding or
budgeted amounts. (Priority 3)

Recommendation #10

Develop a monitoring process and appropriate
documentation to review audited financial statements and
compliance audits. (Priority 3)

Recommendation #11

Providetraining to those staff responsible for grant
recipient monitoring and oversight to help detect
irregularities or identify potential problemsindicated in the
audited financial statements. (Priority 3)

PRNS Did Not

I mplement
Appropriate
ControlsFor The
Use And Financial
Support Of The
City-Owned
Jacinto “ Tony”
Siquig Northside
Community Center

PRNSDid Not
Ensure The Highest
And Best Use Of The
City-Owned Jacinto
“Tony” Squig
Northside
Community Center

60

According to PRNS, the City operates 42 community, youth,
and senior centersto deliver programs and services to San José
residents. Most of these centers are either City-operated, or
have a combination of City-operated programs and programs
that are coordinated through use agreements with community
based organizations. Community based organizations
exclusively operate two of the centers, the Jacinto “ Tony”
Squig Northside Community Center and the Washington Y outh
Center. The City ownsthe newly rebuilt $7.5 million Jacinto
“Tony” Squig Northside Community Center and allows Fil-
Am SODC to occupy and operate the facility. However, since
its opening in 2003, we found that PRNS did not implement
appropriate controls for the use and financial support of the
facility.

According to the City of San José's Greenprint Strategic Plan
that was created to address the City’ s current and future need
for community facilities, “ San Jose currently provides the
lowest level of service for community centers of any city
surveyed.” The Greenprint Strategic Plan also noted the need
for public gathering places that are accessible and close to the
homes of community members. Given thisneed, itis
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imperative that all community center space within the City is
utilized to its highest and best use to provide community
Services.

Underutilization

Fil-Am SODC uses the Jacinto “ Tony” Squg Northside
Community Center to®:

1) Provide lunch three times per week as part of the
County’ s senior nutrition program;

2) Provide CDBG and HNVF grant program activities
(such as computer classes, case management, and social
dances);

3) Usefor Fil-Am SODC'’ sfundraising, catering, and
private events (such as Bingo, birthday parties, catering
parties for other organizations); and

4) Community meetings.

However, we found that PRNS did not ensure the highest and
best use of the Jacinto “ Tony” Squig Northside Community
Center based on the following:

- We compared Fil-Am SODC’ s use of the community
center to another City community center of comparable
size and found that Fil-Am SODC'’ s senior programs
offered at the Jacinto “ Tony” Squig Northside
Community Center were significantly limited. During
the fourth quarter of 2003-04, the Southside Community
Center offered 35,890 units of senior activities, while
the Jacinto “ Tony” Squig Northside Community Center
offered only 11,954 units of senior activities, or 67
percent less.”

- Our analysis of Fil-Am SODC'’ s use of the community
center space verified that most of the community space
is significantly underutilized. The community center
has 16,000 square feet consisting of several rooms
available for programs and community use. These

* Fil-Am also provides other services outside of the facility such as, tutoring at Independence High School,
escorting seniors to appointments, and casino trips.

® For purposes of calculating Fil-Am SODC's services provided at the Jacinto “Tony” Siquig Northside
Community Center, weincluded all senior programs such as the County’ s nutrition program and the City’s
grant programs that took place at the facility.
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Exhibit 14

2,500
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roomsinclude alibrary, gallery, 5 meeting rooms, and
an auditorium/banquet hall that can be separated to
accommodate different groups. The community center
also has additional office space for the administration
and case management that we did not include in our
analysis.

We found that during 2004, the community center had only one
activity, or no activity, during 210 days (57%) of the year.

Most of the time when Fil-Am SODC held only one activity at
the community center, the activity lasted approximately two
hours, and was typically a computer class or the County’s
nutrition lunch program. These activities were held in one
room, leaving the community center’s remaining meeting
rooms vacant.

Overadl, we found that Fil-Am SODC made limited use of the
community center facility during its weekday operations. As
shown in the following exhibit, we found that Fil-Am SODC
held no classes or events at the facility about 64% of the
available weekday hours during 2004.

Estimated Weekday Under utilization Of The Jacinto
“Tony” Siquig Northside Community Center

Hours of Operation Hours with No Events
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We also noted that the County’ s nutrition program is a
prevalent user of the community center, representing almost
one-third of the community center’s events during 2004.
Without this program, Fil-Am SODC'’s already limited use of
the community center is exacerbated.

Although the community center was built to serve the
surrounding community and the senior residents housed in the
connected Mabuhay Court Senior Apartments, we noted limited
participation by the nearby residents. For example, the City’s
Redevel opment Agency described the projects’ benefit stating
that it “...will serve and benefit the immediate neighborhood in
which the center islocated by providing auditorium and other
multi-purpose meeting space for the immediate neighborhood.”
During the Grand Opening of the new center, the City’s Mayor
described the occasion stating, “We are also celebrating a
beautiful new community center that the senior residents and
surrounding communities both will enjoy.” The Fannie May
Foundation awarded their Maxwell Awards of Excellence to the
developer and in its description of the project, the Fannie May
Foundation noted that, “Having the two facilitiesin one
building makes it easy for seniors to access services that
encourage self-sufficiency, including financial counseling,
health services, and daily cooked meals.” Despite these
expectations, we found that Fil-Am SODC’s client list only
included seniors from 25 of the 96 apartments in the Mabuhay
Court Senior Apartments. Furthermore, Fil-Am SODC
decreased its nutrition program to provide catered meals three
times per week because of adrop in participation. The lack of a
use agreement for the community center also did not ensure that
the community had access to the facility for meeting space, as
discussed further on page 66 of thisreport. These factors
indicate that the community center has not fully realized its
intended use.

Cost Comparison To Provide Community Programs

In addition to the underutilization of the community center, we
also noted that Fil-Am SODC'’ s per unit cost to deliver their
grant programs appears to be higher than the cost of other
providers. We compared the cost of Fil-Am SODC’'s HNVF
and CDBG grants and actual units of service, to that of two
other providers of community services. Specifically, for the
fourth quarter of 2003-04, we compared Fil-Am SODC to
Catholic Charities' delivery of services at the City-owned
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Exhibit 15

Washington Y outh Center. The City awarded Catholic
Charities an operating agreement for the Washington Y outh
Center as aresult of the City’ s Request for Qualifications
process. Similar to the Jacinto “ Tony” Squig Northside
Community Center, Washington Y outh Center is also 16,000
square feet. We found that Fil-Am SODC’ s per unit cost to
deliver the grant services was $7.97, whereas Catholic
Charities' per unit of service cost was 18% less, at $6.50. We
also identified the fourth quarter 2003-04 per unit cost for
services at the City-operated Southside Senior Community
Center to be $1.88. The following exhibit summarizes our
comparison.

Comparison Of The Per Unit Cost To Deliver Grant
Services At The Northside Community Center To
The Per Unit Cost Of Services At The Washington
Youth Center, And The Southside Senior
Community Center For The Fourth Quarter Of
2003-04

Provider

Per Unit Cost

Fil-Am SODC' s HNVF and CDBG Grant Programs

$7.97

Catholic Charities Washington Y outh Center Program

$6.50

City-Operated Southside Senior Program

$1.88

PRNSDid Not
Implement A Facility
Use Agreement For
The New Community
Center

We should note that the above per unit cost of services may be
affected by factors other than operating effectiveness and
program effectiveness. However, in our opinion, the cost
differences noted above are avalid indicator of the relative
program service delivery at the three selected City facilities.

We found that PRNS allowed Fil-Am SODC to move into the
new community center in 2003 without the benefit or protection
of an operating or facility use agreement. These agreements
stipulate important terms including the required hours of
operation, programs and services, outreach and recruitment
methods for participants, community involvement in the
programs, use of the center, and financial support necessary to
operate each specific center. Asaresult, 1) PRNS paid over
$39,000 for Fil-Am SODC's utilities, 2) the General Services
Department provided maintenance and custodial services free
of charge, and 3) PRNS did not have the benefit of an
agreement to ensure Fil-Am SODC engaged in appropriate use
of the community center and satisfied applicable rules and
regulations.
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City Support For Fil-Am SODC Exceeded The HNVF And
CDBG Grant Funds Without Appropriate Justification

Since Fil-Am SODC moved into the new community center in
October 2003, the City has provided Fil-Am SODC with free
use of the new community center and paid for Fil-Am SODC’s
gas and electricity, security, landscaping maintenance, water,
garbage collection, and custodial services at the site. Although
there was not a valid use agreement, PRNS used part of its
General Fund budget to pay over $39,000 for Fil-Am SODC'’s
utilities at the community center. During 2003-04, and the first
half of 2004-05, the General Services Department also provided
free custodial and maintenance services at the community
center. These City services and payments were in addition to
the HNVF and CDBG grants the City awarded to Fil-Am
SODC.

PRNS and the Genera Services Department continued to
provide this additional support to Fil-Am SODC even though
there was no valid agreement or requirement that the City
provide such support.® Although Fil-Am SODC’'s HNVF and
CDBG grant awards were listed in the City’ s overall support of
community-based organizations for 2003-04 and 2004-05,
PRNS' payment of Fil-Am SODC'’s utilities and the value of
the free rent were not included. Asaresult, the City’ s total
financia support for Fil-Am SODC was not clearly identified.

PRNS Did Not Have The Benefit Of An Agreement To Ensure
That Fil-Am SODC Engaged In Appropriate Uses Of The
Community Center And Satisfied Applicable Rules And

Regulations

Of the City’ s 42 community, youth, and senior centers,
community-based organizations occupy and operate only two
entire facilities — the Washington Y outh Center and the Jacinto
“Tony” Squig Northside Community Center. In 1997-98, the
City issued a Request for Qualifications (RFQ) to select a
community-based organization to operate the Washington

Y outh Center. This process resulted in the City selecting
Catholic Charities as the provider and an agreement for the
operation of the Washington Y outh Center.

®In April 2005, the City and Fil-Am SODC entered into an agreement for the use of the community center.
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PRNS' operating agreement for the Washington Y outh Center
that resulted from the RFQ process requires Catholic Charities
to develop facility rental fees and charges that are consistent
with standards currently used in other City community centers.
All proceeds from the facility rentals must be used to reduce the
cost of the City’s programs.

Unlike the Washington Y outh Center, PRNS allowed Fil-Am
SODC to operate the Jacinto “ Tony” Squig Northside
Community Center without benefit of an RFQ process or avalid
agreement. Asaresult, Fil-Am SODC was not required to use
facility rental proceeds to reduce the cost of the City’s
programs. Furthermore, allowing Fil-Am SODC to occupy
City-owned property without the benefit or protection of an
agreement increases the City’ s liability and the risk of non-
compliance with laws and regulations. For example, as part of
its fundraising activities, Fil-Am SODC has rented the
community center to private individuals and groups and
provided catering services for afee, without remitting
appropriate sales tax to the City. According to the California
State Board of Equalization, Fil-Am SODC should be
collecting and remitting sales tax for catering these events. Fil-
Am SODC should also register with the California State Board
of Equalization to obtain a seller’s permit for these catering
services. At one point, Fil-Am SODC did have aseller's
permit, however, the permit is no longer valid.

Most importantly, without a facility use agreement, Fil-Am
SODC had no binding obligation to implement the use
requirements specified as part of the Redevel opment agreement
conditions for building the new community center. These
conditions require that use of the community center “... will be
made available to organizations, businesses and residents
located in the Japantown Redevel opment area for a minimum

of 45 days per year.” A June 6, 2000 staff memorandum to the
City Council and the Redevelopment Agency Board for funding
the construction of the new community center stated that:

“ The new community center will primarily benefit the
Japantown Redevel opment Project Area as follows:
First, the community center will serve a substantial
number of organizations, businesses and residents
located in the Japantown Redevelopment Area. A
covenant, providing for certain rights to use the
community center, will be included in the operating
agreement for the community center and will be for the
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benefit of organizations, businesses and residents
located in the Japantown Redevelopment Area. This
covenant shall be for a period of twenty (20) years and
will provide convenient multipur pose meeting and
activity space for organizations, businesses and
residents located in the Japantown Redevel opment
Project Area.”

Even though the Redevel opment agreement required that the
community center be made available to the public, we found
that the community center and its services do not appear to be
readily, or easily, known to the community. The Jacinto
“Tony” Squig Northside Community Center is not listed on the
City’s PRNS website, and it is not included in PRNS' Citywide
Activity Guide that lists San Jos€'s community centers and
their programs. The community center is also not included in
the phone book’ s listing of community centers. The only
listing for the community center that we could find did not
identify it asa community center, but called it the “Northside
Intergeneration Community.” Fil-Am SODC also does not
have awebsite to advertise its services. Overall, we found that
community members must be connected to Fil-Am SODC or
initiate an inquiry to find out more about the community center
and its services.

Overal, by not implementing appropriate controls for the use
and financial support of the City-owned community center, the
problems we noted above can continue, including
underutilization of the facility, payment for the Fil-Am SODC’s
utilities and maintenance, increases to the City’ s liability and
the risk of non-compliance with laws and regulations, and non-
compliance with the use requirements in the Redevel opment
agreement.

We also found that the City faces the aforementioned potential
problems with other facilities. We asked PRNS to provide us
with the status of other community center use agreements and
found that some of these agreements had expired. According to
PRNS, these agreements expired without appropriate action
because of staff changes and reassignment of the responsibility
for the agreements. PRNS' Grants Unit is not responsible for
community center use agreements. According to PRNS, a
different group within PRNS is responsible for community
center agreements.
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In our opinion, PRNS should not allow any organization to
occupy City facilities or make any payments on behalf of any
organization without the benefit and protection of a current
operating or facility use agreement. The agreement should
include all applicable conditions set forth in Redevel opment
agreements, such as community use of the $7.5 million
building, and PRNS should eval uate the appropriateness of
paying for Fil-Am SODC' s utilities with General Fund money.
Furthermore, PRNS should consider the City’ s total support of
an organization, including free rent and payment of utilities as
part of the grant review process. In addition, the City Manager
should appoint a City entity to be responsible for ensuring all
City facility use agreements are current and are in compliance
with existing City policies, and that the City has accessto
pertinent information. Finally, PRNS should help ensure the
highest and best use of the Jacinto “ Tony” Squig Northside
Community Center by initiating a Request for Qualifications
process or using City staff to operate the community center.

We recommend that PRNS:

Recommendation# 12

Develop and implement proceduresthat incor porate the
City’stotal support of an organization, including free rent
and payment of utilitiesas part of the grant review process.
(Priority 3)

Recommendation# 13

Work with the City Attorney’s Office and City Manager’s
Officeto develop and implement proceduresto ensure
organizations do not occupy City facilities without the
benefit and protection of a current operating or facility use
agreement. (Priority 2)

Recommendation# 14

Implement a Request for Qualifications process or use City
staff to operate the City-owned Jacinto “ Tony” Siquig
Northside Community Center. (Priority 2)

CONCLUSION
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We found significant problems with Fil-Am SODC'’ s reported
performance measures and funding requests under the City’s
HNVF and CDBG grant agreements. Fil-Am SODC overstated
Its program impacts, activities, and hours of service, and did not
provide PRNS with complete or accurate information. Asthe
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entity responsible for grant monitoring and oversight, PRNS
should have adequately reviewed Fil-Am SODC'’ s reports for
completeness, accuracy, and appropriateness. In addition,
PRNS allowed Fil-Am SODC to occupy the new community
center without benefit of afacility use agreement or an overall
understanding of the City’stotal financial support for Fil-Am
SODC. Asaresult, PRNS lacks assurance that Fil-Am SODC
engaged in appropriate uses of the community center and the
City did not have complete or accurate information with which
to make informed grant funding decisions.

RECOMMENDATIONS

Recommendation #6

Recommendation #7

Recommendation #8

Recommendation #9

Recommendation #10

Recommendation #11

We recommend that PRNS:

Amend itsgrant agreementsto require organizationsto
disclose non-City grant sour ces of funding and identify all
sour ces of funding for City-funded activities. (Priority 3)

Consolidate HNVF-funded tutoring programs at
Independence High School and ensure there are no
additional funding overlaps at other schools. (Priority 3)

Require grant recipientsto provide alist of the activities
and units of service performed under their grant
agreementswith the City, and compar e theseliststo
recipients quarterly reportsto the City to verify that
reported participantsare digible. (Priority 3)

Enforce therequirement that grant recipients submit a cost
allocation plan and that grant recipients also request prior
PRNS approval of any changes or shiftsin funding or
budgeted amounts. (Priority 3)

Develop a monitoring process and appropriate
documentation to review audited financial statementsand
compliance audits. (Priority 3)

Providetraining to those staff responsible for grant
recipient monitoring and oversight to help detect
irregularities or identify potential problemsindicated in the
audited financial statements. (Priority 3)
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Recommendation #12

Recommendation #13

Recommendation #14

We recommend that PRNS:

Develop and implement procedur esthat incor poratethe
City’stotal support of an organization, including free rent
and payment of utilitiesas part of the grant review process.
(Priority 3)

Work with the City Attorney’s Office and City Manager’s
Office to develop and implement proceduresto ensure
organizations do not occupy City facilitieswithout the
benefit and protection of a current operating or facility use
agreement. (Priority 2)

Implement a Request for Qualifications processor use City
staff to operate the City-owned Jacinto “ Tony” Siquig
Northside Community Center. (Priority 2)

Click On The Appropriate Box To View ltem
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